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CHAPTER 1 


BASIC CONCEPTS OF TAXATION 


|, DEFINITION OF TAXATION AND OBJECTIVES OF TAXATION LAWS 
Definition of tax 
Tax is defined as follows: 


1 B is collection of share of individual and organization's income by Government under authority of 
2. daxstion aS used by Government for increasing revenue under authority of law to promote welfare and 
protection for its citizens. 


Non-revenue objectives of taxation 


The main purpose of taxation is to collect revenue for the Government. The Government levies tax to achieve 
following objectives. . 
1. To collect revenue to run and administer Government. 
: 2. Taxisatool for implanting its policies. 
: 3. Taxis used for fair distribution of wealth. 
jn addition to finance Government expenses, tax is used as a tool to carry out national objective of social and 
5 levelopment as follows: 
Government can encourage the production of certain goods by introducing exemptions. 
By charging high tax rates on imports the Government can encourage local purchase. 
Taxes can be used to reduce inequalities in distribution of wealth. 
Tax prevents wealth being concentrated in a few hands of the rich. 
"Through tax Government can encounter the effect of inflation and depression 
ga fo promote science and invention, education systems, health care systems, energy system and military defense. 
It can be used to discourage investment abroad. : 
ax can be used as a bargaining tool in.trade negotiation with other countries. 
v laws can be used for documentation of economy(Any amount transferred otherwise than banking channel 
| be deemed as income) : 
iment can discourage use of harmful goods by levying heavy rates of tax on certain sectors. 
in be used to discourage certain undesirable sectors and activities. 
ent can encourage research & developments by introducing tax credits. 


n the objectives of following tax laws? 


Revenue Collection 
Documentation of economy 


| Oblective 


through banking channel is 


Fair distribution of wealth 
Reduction in imports of unnecessary goods 

Promotion of research 

Promotion of Exports — — 

To promote culture of payment of donation to only 
organized and regulated institutions 

Promcte investments in listed companies 

Promote software Industry _ 


ia — 1 1] 


proved institutions 
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2. BASIC CONCEPTS 


Basics of tax laws ‘ s 
Adam Smith's in his famous book “Wealth of Nations" has elaborated following ca 
Equality 
Tax payments should be proportional to income. 

int 
Tax payable should be clear and certain to taxpayer. 

ience ent 

Tax should be collected from taxpayer at a convenient time. 
Economy of collection 


Taxes should not be expensive to collect. ) d 


2.1 Tax as means for development 

Tax is a main source of development. Tax helps in the development of country as follows; 
Tax incentives for agro based projects promote agriculture. - 

Charities can be encouraged by providing tax credits on them. A 

Imposing high custom duties on import of luxury items will encourage local manufacturing. 

Taxing rich at higher rate and low income group at lower rate. 

Government can mark areas as tax free zones, industrial zone and economic zone to provide 

Such areas. It will encourage business concerns to establish business units that will 

opportunities. 

Investment in new shares can be encouraged through introducing tax credits, 

Investment in new plant and machinery can be encouraged through introduction of tax credits. 


2.2 Kinds of taxes/Structure of taxes 


ind: 
Proportional tax/ Flat tax 
It is a tax where the rate of tax is fixe 
low. Under this system people who e 
Progressive tax 
It is a tax in which the tax rate increases as the income base increases, A progressive tax takes a |; 


tax from the high-income group as compared to low-income group. This tax proportionately « 
status in the society. 


Regressive tax 
It is a tax where tax rate decreases as the amount of income increases, The hi; 
than the lower income group. Regressive taxes impose greater tax burden on thi 


2.3 Principles for levy of tax 
_ Following are the principles for levy of tax. 


Rd 


IUe 


d. A fixed rate is applied on person's income whether the inc 
arn more are not charged at a higher percentage as compared to 


igher income group pay 
e poor. - d 


This principle says that taxes should be based on the benefits received. It means that those who 


benefits from Government projects should pay the most taxes. The benefit principle is commonly 
libraries, etc. 
Wiest T prins 
The tax should be based on ability to pay. It means that a person who is earning more income shou 
Progressive tax rates are an example of it. 
ah eig den 


It says that incomes and transactions should be taxed at a fixed rate. Therefore, people who are ear 
Shall pay more tax but not at higher rate. 


24 


Following are some of the characteristics of a taxation system: 

l. Administration and compliance costs should be low. 

2. It should be understandable to the taxpayer. 

3. The burden of taxes should be distributed in proportion to the ability of the tax 
Progressive in character, 

The tax should be payable in cash. It means that payment through cheques should not be accepted, 


“payer, i.e. it 
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5, ltshould be mandatory in nature and payment should not be voluntary in nature. 

6, Taxes should be collected at a convenient time for tax payers. ; [ 

7, Tax should be imposed by state which has the jurisdiction over the person to recover i.e. it should be imposed 
by Parliament in Pakistan. 

g. Itis levied for public purpose i.e. taxes are imposed to support Government to implement projects. 

9, Taxes should be charged on incomes, transactions or property. 


2.5 The principles of a sound tax system 


1. *Fiscal uac: 
The sources of revenue should be sufficient to meet expenses of government. Revenues of Government 
should be capable of expanding or contracting annually in response to variations in public expenditures. 

] 2. Equality or Theoretical Justice 

: Taxes charged must be based upon the ability of the citizen to pay. 

3. Administrative Feasibility 1 
Tax laws should be clear and plain to taxpayers. Capable and well-trained publié officers should enforce it. 
Time of payment should be convenient. 

4, Consistency or Compatibility with Economic Goals h 
Tax laws should be consistent with economic goals of the government. The goal of Government is to 
provide basic services for general public. 


3, TYPES OF TAXES IN PAKISTAN 
Federal taxes in Pakistan are classified into 2 broad categories: 


l. Directtaxes 
2. Indirect taxes 
Direct Taxes 


Income tax is imposed for each tax year, at specified rates on every person who has taxable income for the year. 
Taxable income for charge of tax is divided under the following heads: 

a) Salary; à 

b) Income from Property; 

c) Income from Business; 

d) Capital Gains; and , 
€) Income from Other Sources. - 


Capital value tax on diffe 


the course of any taxable activity carried on by him; and 
hase or import is deducted from output tax charged on 


A major portion of Government's 
socio-economic factors. Under this 
rt tariff on industrial plant and 
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Federal Excise Duty 


Under Federal Excise Act tax is charged at specified rate on: 
* Goods produced or manufactured in Pakistan 

* Goods imported in Pakistan 

* Services provided in Pakistan 

The base on which tax is charged may be va 
Harmonized Commodity Description and Coding system. A 


Jue or retail price or weight. Classification of goods is done as per 
ll exports are charged to tax at the rate of zero percent, 


4. HISTORY OF TAX LAWS IN PAKISTAN r 
In Pakistan Federal Government has the right to collect tax on the income of a person. 


The history of modern tax came from year 1860. Before the partition, income tax was introduced for the first time in 
1860. The British Empire first introduced the Income Tax Act 1860 to fulfill the deficit faced due to war of 


independence of 1857. The tax was repealed in 1865. 


Thereafter Income Tax Act of 1886 was introduced and it was imposed on traders by some of provinces. Its basic 
scheme survives till today. It introduced the definition of agricultural income and it was made exempt from tax and 


the exemption is applicable till now. 


After the World War, the Government required more funds. So in 1916 for the first time progressive rates of tax 
were introduced. Government thought that flat rates of taxes are not justified and the amount of the tax levied should 
depend upon the income of the earner. For collecting additional resources, a Super Tax was levied in 1917. 


The most comprehensive tax introduced was Income Tax 1922 in which income tax and super tax Were 
consolidated. Its salient features were: 

* Rates to be decided every year through Finance Act. 

e Incertain cases tax withholding was made mandatory. 

*  Re-opening of assessment was allowed, 

After independence, the Government of Pakistan adopted this Act. 


Till 1979, lot of amendments took place in Income Tax Act, 1922. Resultantly, the Act became a complicated law. 
Keeping in view the difficulties, the Government promulgated a new income tax law namely "The Income Tax 
Ordinance, 1979". This law was amended through number of finance acts and after 23 years of its existence, a new 
law was promulgated termed as “Income Tax Ordinance, 2001. The fundamental change introduced was the 
introduction of a regime of Universal Self-Assessment Scheme. 


This law has also been amended through number of finance acts and changes are still going on. 
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ICAP PAST PAPER QUESTIONS 


Question] —— : 
The primary objective of a taxation system is to collect revenue. You are required to list the other objectives (non- 


revenue) which a taxation system can achieve. (10) 
(Q.7 September 2014) 


uestion-2 


State any five ways through which taxes can be used for development of the country. (05) 


(Q.9 March 2015) 


Question-3 
Briefly explain any three indirect taxes applicable in Pakistan. (05) 
(Q.10 March 2015) 


Question -4 
Besides financing government operational expenditures, taxation is also utilized as a tool to carry out the national 
(05) 


objective of social and economic development. List any five non-revenue objectives of taxation. 
(Q.7 (b) March 2016) 


Question -5 


Taxes are primary revenue yielding tools of the Government of modem age: 
non-revenue objectives which the Government achieves by imposing taxation. 


s. You are required to state any three 
(03) 


(Q.5 March 2018) 
Question -6 
(a) Briefly explain indirect taxes applicable in Pakistan. (04) 
(b) State one objective of tax laws in each of the following cases: 
(i) High tax rate on high income 
(ii) Higher taxes on import of luxury goods 
(iii) Tax credit on donations to approved institutions 
(iv) Tax credit on investments 
(v) Creation of tax free zones 
(vi) Tax on income of individuals and companies 
(vii) Tax on transactions not made through normal banking channel 
(viii) Zero rating under the Sales Tax Act, 1990 (06) 
(Q.7 September 2018) 


n-7 

Briefly discuss three broad principles for levy of taxes. (04) 

Briefly explain any three indirect taxes applicable in Pakistan. (05) 
(Q.8 September 2019) 


be used for the development of the country. 
(Q.8(a) March 2021) 
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ICAP PAST PAPER SOLUTIONS 


Answer-1 J 
i bjectives of taxation in addition he Om 
TER b ER purpose of taxation is to collect revenue for the Government, but in a: 
i jecti i i low: H | 
tain non-revenue objectives which are listed bel t y : nm 
hi Government can encourage the production of certain goods by bee LINE 
By charging high tax rates on imports the Government can encourage local p s 
Taxes can be used to reduce inequalities in distribution of wealth. 
Tax prevents wealth being concentrated in a few hands of the rich. 


3 
3 1 
inflati d depression 
5. Through tax Government can encounter the effect of inflation ani ! j 
6. To promote science and invention, education systems, since and invention, health care systems, energy 
and military defense, 


7. It can be used to discourage investment abroad, , ` " 
8. Tax can be used as a bargaining tool in trade negotiation with other countries. 


for documentation of economy(Any amount transferred otherwise than 


9. Tax laws can be used 
channel will be deemed as income) 


10. Government can discourage use of harmful goods by levying heavy rates of tax on certain sectors. 
11. Tax can be used to discourage certain undesirable sectors and activities. p 

12. Government can encourage research & developments by introducing tax credits. 
Answer-2 

Tax as means for development 

Tax helps in the develo 


les T; ct, 1990 


e tax is charged and Paid at the rate of 17% of the value of-- 
c taxable suppli, 


es made by a registered Person in the course or 
by him; and 


furtherance of any taxable acti 
d) goods imported into Pakistan, 
BU determining tax liability input paid at the time of purchase or im 
sales. 


E io-economic factors. U 

dica d ecd iin s a ms as Compared to Others, The Import tariff on industrial plant and m: 
xci 

Under Federal Excise Act tax is charged at Specified rate on 

* Goods produced or manufactured in Pakistan 

* Goods imported in Pakistan 

*. Services provided in Pakistan 

The base on which tax is charged may be valu 

Harmonized Commodity Desc 


Scanned with CamScanner 


Chaplet 1; Basic Concepts of Taxation 


Refer Answer- 


c 
Sales tax is charged and paid at the rate of 17% of the value of-- 
a taxable supplies made by a registered person in the course of any taxable activity 
carried on by him; and 
b) goods imported into Pakistan. 
For determining tax liability input paid at the time of purchase or import is deducted from output 


tax charged on sales. 


Customs Act in Pakistan specifies import and export duties on certain goods. A major portion of 
Government's revenue is collected through this tax. The rate of custom duty is determined by 
socio-economic factors. Under this Act high rate is applied on luxury items as well as less essential 
goods. The import tariff on industrial plant and machinery is lower than that of consumer goods. 


Federal Excise Act, 1990 
Under Federal Excise Act tax is charged at specified rate on: 


© Goods produced or manufactured in Pakistan 

* Goods imported in Pakistan 

* Services provided in Pakistan 
The base on which tax is charged may be val 
done as per Harmonized Commodity Description an 
the rate of zero percent. 


lue or retail price or weight. Classification of goods is 
d Coding system. All exports are charged to tax at 


di To reduce inequalities in distribution of wealth. 
Ii. Reduction in imports of unnecessary goods. 
E: To promote culture of payment of donations 
E A promote investments in listed companies. 
4 H encourage business concerns to establish 
vi. — To generate revenue. 
Et Documentation of economy 
Promotion of exports. 


to only organized and regulated institutions. 


business units that will bring employment opportunities. 


Refer Headin; 
ing 2.3 of Chapter. 
Refer Heading 3 of Chapter and only write down indirect taxes. 


RENE. ad 
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CONSTITUTIONAL PROVISIONS 


FEDERAL FINANCIAL PROCEDURES 
l. Federal Consolidated Fund and Public Account [78] 
2. Custody, etc., of Federal Consolidated Fund and Public Account [79] 
3. Annual Budget Statement [80] 
4. Expenditure charged upon Federal Consolidated Fund [81] 
5. Procedure relating to Annual Budget Statement [82] 
6. Authentication of schedule of authorised expenditure [83] 
7. Supplementary and excess grants [84] 
8. Votes on account [85] 
9. Power to authorise expenditure when Assembly stands dissolved [86] 
10. Secretariats of Majlis-e-Shoora (Parliament) [87] 
11, Finance Committees [88] 
PROVINCIAL FINANCIAL PROCEDURES 
12, Provincial Consolidated Fund and Public Account [118] 
13. Custody, etc., of Provincial Consolidated Fund and Public Account [119] 
14. Annual Budget Statement [120] 
15. Expenditure charged upon Provincial Consolidated Fund [121] 
16. Procedure relating to Annual Budget Statement [122] 
17. Authentication of schedule of authorized expenditure [123] 
18. Supplementary and excess grant [124] 
19. Votes on account [125] 
20. Power to authorize expenditure when Assembly stands dissolved [126] 
21. Provisions relating to National Assembly, etc., to apply to Provincial Assembly, etc [127] 
DISTRIBUTION OF REVENUES BETWEEN FEDERAT ION AND PROVINCES 
22. National Finance Commission [160] 
23. Natural gas and hydro-electric power [161] 
24. Prior sanction of President to Bills affecting taxation in which Provinces are interested [162] 
25. Provincial taxes in respect of professions, etc [163] r 
26. Grants out of Consolidated Fund [164] : 
27. Exemption of certain public property from taxation [165] 
28. Power of Majlis-e-Shoora (Parliament) to impose tax on the income of certain corporations, etc 


[165(A)] 


FEDERAL LEGISLATIVE LIST 


29. Powers of the Federation to legislate on taxes 
30. Powers of the Provinces to legislate on taxes 


Chapter 2: Constitutional Provision 


CHAPTER 2 
CONSTITUTIONAL PROVISIONS 


es 


DERAL FINANCIAL PROCEDURES 
FED. Consolidated Fund and Public Account [78] 
a) All revenues received/loans raised by the Federal Government and 
e Amount received in repayment of loan, 
shall be credited to Federal Consolidated Fund. 

Q All other moneys- 

(a) received by the Federal Government; or 

(b) deposited with the Supreme Court/any other court; 

shall be credited to the Public Account of the Federation. 


Custody, etc., of Federal Consolidated Fund and Public Account [79] 
e The custody of the Federal Consolidated Fund and Public Account of the Federation, the payment and 
withdrawal from the Funds, 


e all other connected matters 


shall ited by Act of Majlis-e-Shoora (Parliament) or rules made by President. 


Annual Budget Statement [80] : 
(1) In each financial year, the Federal Government shall lay before the National Assembly a statement of the 
estimated receipts and expenditures of the Government. It will be called as Annual Budget Statement. 

Q) The Annual Budget Statement shall show separately- 

(a) amounts required to meet expenses charged by Constitution on Federal Consolidated Fund; 

(b) amounts required to meet other expenses proposed to be made from Federal Consolidated Fund; and 
shall distinguish between revenue expenses and other expenses. 


Expenditure charged upon Federal Consolidated Fund [81] 

The following expenditures shall be charged upon the Federal Consolidated Fund:- 

(a) the remuneration of President and other expenses of his office, and the remuneration of- 

(i) the Judges of the Supreme Court and the Islamabad High Court; 
(ii) the Chief Election Commissioner; 

(iii) ^ the Chairman and the Deputy Chairman; 

(iv) ^ the Speaker and the Deputy Speaker of the National Assembly; 
(V) the Auditor-General; 

(b) The admin expenses, B ie the remuneration of officers and servants of Supreme Court, the Islamabad High 
Court, the department of the Auditor-General, the Office of the Chief Election Commissioner and the 
Secretariats of the Senate and the National Assembly. 

(c) Debt charges of the Federal A the DM of capital, and other expenses for 


(9) any other aa LA 
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ised expenditure [83] 
ix f schedule of authori is) 
Stn ee GE MR shall sign ae ee Ai ea 
(1) (a) the grants made by eoe charged on the Federal Consolidated Heus It shall not exceed the 
(b) amounts RE in statement previously laid before the National e ieu cou 
Ed schedule (as above) shall be laid before National Assembly. pen for 
(2) The authentic: 
poene ues "Federal Consolidated Fund shall be considered as authorized when above procedure is 
3) An expens c à 
: followed. 
Supplementary and excess grants [84] 
If in a financial year it is found- RA ) j ; -— b TU 
(dat authorized expense for a service is insufficient, or expense for a new service is required which is not 
included in the Annual Budget Statement; e à 
) that amount spent on any service exceeds the amount granted; ^ 7 
y Federal Government can authorize expenditure from the Federal Consolidated Fund. For this, 
Government shall lay before National Assembly a Supplementary or Excess Budget Statement, 


Federal 


Votes on account [85] 


The National Assembly can make t in advance of estimated expenditure for a part of financial year, not more 


than 4 months, if the authentication of schedule is pending (in accordance with the provisions of Article 83). 


Power to authorise expenditure when Assembly stands dissolved [86] 
If National Assembly is dissolved, the Federal 

Fund for estimated expenditure for a period of 
schedule of authorized expenditure is pending (i 


Secretariats of Majlis-e-Shoora (Parliament) [87] 
(1) Each House shall have a separate Secretariat: 


However posts common to both Houses can be awarded, 

(2) Ma lis-e-Sh Parliament) ma ate recruitment of persons appointed to the Secretarial staff of both 
louses. 

(3) The d aii 


S with the approval of the President, make S regulating 
recruitment of persons appointed to the secretarial staff of both Houses. sees lating die 
Finance Committees [88] 


(1) The expendi = 
on the advice of its Finance Committee, hall be controlled by the National Assembly or 
B) The Finance Commi 


: or the Chairman, the Minister of Fi 
me ed by the National A: ister of Finance and other 
Q) The Finance Ci by Ssembly or the Senate, 


Scanned with CamScanner 


Chapter 2: Constitutional Provision 


PROVINCIAL FINANCIAL PROCEDURES 
provincial Consolidated Fund and Public Account [118] 


1) 
( e All revenues received/loans raised by the Provincial Government and 
e amount received by it in repayment of loan, 
shall form part of Provincial Consolidated Fund. 
All other moneys- 
(a) received by the Provincial Government; or 
(b) received with the High Court/any other court; 
shall be credited to the Public Account of the Province. 


of Provincial Consolidated Fund and Public Account [119] 

e The custody of the Provincial Consolidated Fund, the payment and withdra 
e the custody of Public Account of the Province, the payment and withdrawal 
all other connected matters shall be regulated by Act of the Provincial Assembly 


Governor in this behalf. 


Custody, etc», 
wal from the Fund, 


1 from the Fund and 
or provisions made by 


Annual Budget Statement [120] 
(1) In each financial year, the Provincial Goven 
the estimated receipts and expenditures of the Government. 


(2) The Annual Budget Statement shall show separately- 
(a) amounts required to meet expenses charged by Constitution on Provincial Consolidated Fund; 
es proposed to be made from Provincial Consolidated Fund; and 


(b) amounts required to meet other expens 
shall distinguish expenditure on revenue account from other expenditure. 


rnment shall lay before the Provincial Assembly a statement of 
It will be called as Annual Budget Statement. 


ncial Consolidated Fund [121] 
charged upon the Provincial Consolidated Fund:- 


Expenditure charged upon Provi 
d other expenses of his office, and the remuneration of- 


The following expenditures shall be 
(a) the remuneration of Governor ani 
(i) the Judges of the High Court; 
(ii) the Speaker and the Deputy Speaker of the Provincial Assembly; 
(b) The administrative expenses, including the remuneration of officers and servants of the High Court, and the 
Secretariat of the Provincial Assembly. 
interest, the repayment or amortisation of capital, and 


(c) Debt charges of the Provincial Government, including i 
other expenses for raising of loans, and the service and redemption of debt on the security of Provincial 


Consolidated Fund; 
rder against Province by any Court or tribunal; and 


(d) amount paid for any judgment/o urt c 
(e) any other amount declared by the Constitution or by Act of Provincial Assembly. 
nt [122] 


Procedure relating to Annual Budget Stateme 

(1) Expenses charged on Provincial dated Fund in Annual Budget Statement shall be discussed in the 
Provincial Assembly. However à voting will not be required. 

(2) Other expenses appearing in ‘Annual Budget Statement shall be submitted to the Provincial Assembly for 
raising grant, The Assembly may or may not agree to the demand of grant. It may also reduce the demand. 

G) The demand for a grant can only be made with the recommendation of the Provincial Government. 


Authentication of sehedule of authorized expenditure [123] 
(1) The Chief Minister shall sign a schedule specifying- 
inci: (under Article 120), and 


(a) the grants made by the Provincial Assembly ,an 
(b) amounts required to meet the expenses charged on the Provin ial Consolidated Fund. It shall not 
ment previously laid before the Provincial Assembly. 


exceed the amount mentioned in the state: 
Q The authenticated schedule (as above) shall be laid before the Provincial Assembly. It shall not be open for 


discussion or vote. 
und shall be considered as authorized when it is specified in 


G) An expense from the Provincial Consolidated Fund 
the authenticated schedule and schedule is laid before the Provincial Assembly (as required by clause (2)). 
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Supplementa x 

If in a financial year it is found- ] — we 

(a) that authorized expense for a particular service Is insufficient, or expense fo 
not included in the Annual Budget Statement, or 

(b) that amount spent on any service exceeds the amount 

power to authorize expen 


the Provincial Government has ize | 
t shall lay before the Provincial Assembl 


Provincial Governmen c 1 
Budget Statement specifying the amount of expenditure. 


r a new service is required which į 
is 


granted; 
‘diture from the Provincial Consolidated Fund. For thi 
i is, 


a Supplementary Budget Statement or an Excess 


Votes on account [125] 

The Provincial Assembly can make any grant ìn advance of estimated expenditure for a part of financial year, not 
more than 3 months, if the authentication of the schedule of authorized expenditure is pending (in accordance "with 
the provisions of Article 123). 

ize expenditure when Assembly stands dissolved [126] 
olved, the Provincial Government may authorize expenditure from the Provincial 
d expenditure for a period of not more than 4 months in the financial year, if the 


f authorized expenditure is pending (in accordance with the provisions of Article 


Power to authori 
If Provincial Assembly is diss 
Consolidated Fund for estimate 
authentication of the schedule o 
123). 

ssembly, etc [127] 

he Provincial Government in a way that: 


Provisions relating to National Assembly, etc., to apply to Provincial A: 
bly shall be read as a reference to 


rticle 87 and 88 shall apply to Provincial Assembly or tl 


The provisions of A 
(a) any reference to Majlis-e-Shoora (Parliament), a House or the National Assem 


the Provincial Assembly; 
(b) any reference to the President shall be read as a reference to the Governor of the Province; 
read as a reference to the Provincial Government; 


(c) amy reference to the Federal Government shall be, 
(d) any reference to the Prime Minister shall be read as a reference to the Chief Minister; 


(e) any reference to the National Assembly shall be read as a reference to the Provincial Assembly; and 


DISTRIBUTION OF REVENUES BETWEEN FEDERATION AND PROVINCES 


National Finance Commission 1160] 
(1) Constitution of NFC/Who may be member of NFC 
The President shall, at intervals not exceeding 5 years, constitute a National Finance Commission 
consisting of: 
e the Minist 
e the Ministers of Finance o 
e such persons as appointed 
(2) Duties of NFC 
It shall be the duty of t National Finance Commission to make recommendations to President regarding- 
(a) the distribution of en the Federation and the Provinces (as in clause (3)); 
(b) the making of gran deral Government to the Provincial Governments; 
(c) the exercise by the he Provincial Governments of the borrowing powers; 
(d) any other finance matter re! 


(3) Taxes raised by Parliament 
The taxes (referred to in paragrap! 


are as follows: - 


er of Finance of the Federal Government, 
f the Provincial Governments, and 
by President after consultation with Governors of the Provinces. 


tax receipts betwe! 
ts-in-aid by the Fe 
Federal Government and t 
ferred by the President. 


and 


h (a) of clause (2)) raised under authority of Majlis-e-Shoora (Parliament) 
oration tax, but not including taxes on income consisting of 


(i) taxes on income, including corp: 
remuneration paid out of the Federal Consolidated Fund; 
(ii) taxes on sales and purchases of goods imported, exported, manufactured or consuraed; 
(iii) export duties on cotton, and suck other export duties as specified by the President; 
by the President; and 


(iv) such duties as specified 
(v) such other taxes as speci: 

GA) The share of the Provinces in each Award (recommen 
less than the share in the previous Award. 


fied by the President. 


dation) of National Finance Commission shall aot be 


ei ee 
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Chapter 
rhe Federal Finance Minister ical SH ; 

(GB) ru ne pound panes Ministers shall monitor the implementation of the 
Award 01 3 s eports before both House jlis-e- arli inci 
Assemblies. uses of Majlis-e-Shoora (Parliament) and Provincial 

(4) Order by Pr esident 
On the is wee eG ai af the National Finance Commission, the President shall, specify: 

e the share of the tax receipts which is to be allocated to each Province and 
e that share shall be paid to the Government of the Province concerned, and, 
e share shall not form part of the Federal Consolidated Fund. 
(5) The recommendations of the National Finance Commission shall be laid before both Houses and the 


Provincial Assemblies. 

(6) Before any orden regarding share of tax receipts (under clause (4)) the President may, make such 
amendments in the law relating to the distribution of révenues between the Federal Government and the 
Provincial Governments ashe considers necessary. 

(2) The President may, by order, make grants-in-aid to the Provinces in need of assistance and su 

be charged upon the Federal Consolidated Fund. 


ich grants shall 


Natural gas and hydro-electric power [161] 
1) 
(a) the net proceeds (receipts) of: 
e Federal excise duty on natural gas charged at well-head and 
e royalty collected by the Federal Government 
shall not form part of the Federal Consolidated Fund and shall be paid to the Province where well- 
l head is located; 
(b) the net proceeds of Federal excise duty on oil charged at well-head shall not form part of the 
Federal Consolidated Fund and shall be paid to the Province where well-head is located. 
2) The net profits earned from the bulk generation of power at a hydro-electric station shall be paid to the 
Province. 
Explanation - "net profit" means revenue from supply of power less operating expenses (including taxes, 
duties, interest, and depreciations and element of obsolescence). 


Prior sanction of President to Bills affecting taxation in which Provinces are interested [162] 
Following bills will not be moved in the National Assembly without sanction of the President. 


A bill which: 

LI imposes/varies a tax, the proceeds of which is allocated to any Province, or 
. varies the meaning of the "agricultural income" for charging income-tax, or 
9 affects the principles on which moneys are distributed to Provinces, 


Provincial taxes in respect of professions, ete [163] 
A Provincial Assembly may impose taxes, not exceeding limits specified by Majlis-e-Shoora (Parliament), on 
persons engaged in professions, trades or employments. 


Grants out of Consolidated Fund [164] 
The Federation or a Province may make grants for any purpose. 


Exemption of certain public property from taxation [165] 
(l) The Federal Government is not liable to pay tax on its property or income under any Act of Provincial 


Assembly. 2 R 
A Provincial Government is not liable to pay tax on its property or income under: | 
*  Actof Majlis-e-Shoora (Parliament) or 


e Act ofthe Provincial Assembly of other Province. 
Q) If any trade/business is carried on by a Provincial Government outside Province, that income may be taxed 


under Act of Majlis-e-Shoora (Parliament) or Act of the Provincial Assembly where business is carried on. 


(3) ^ However fee for services can be imposed. 
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impose tax on the in 


i nt) to 2 
ntn o ki for charging 
qe oe a (Parliament) can make ne vare 
w pinch or controlled bya Federal or à 
or o’ 5 
(3) Order of court, including t 


Following entries i 


the taxes which can s i n 
Duties of customs, including export duties. 


come of certain corporations, etc [165(A)] 
of tax on the income of a company established by 


Government. 


ith above provision shall be void. 


ing the Supreme/High Court, which conflicts with above provision Aite vold 


1 Government can legislate to levy taxes 
f Pakistan relates to taxes or following are 


i Duties of excise, including salt, but not including alcoholic liquors, opium or other narcotics; 
47. Taxes on income other than agricultural income; 4 
‘axes on corporations. 

e um on Pipe and purchases of goods imported, exported, produced, manufactured or 

consumed, except sales tax on services. 
50. Taxes on the capital value of the assets, not including taxes on immovable property: 
51. Taxes on mineral oil, natural gas and minerals for use in generation of nuclear energy. 
52. Taxes and duties on the production capacity of any plant, machinery, undertaking 
53. Terminal taxes on goods or passengers carried by railway, sea or air; taxes on their fares and freights. 


Using above provisions, following laws are enacted by the Federal Government: 


Legislative powers of Federation 
Taxes on income other than agricultural income 
Taxes on corporations 
Taxes on mineral oil, natural gas and minerals for use in generation 
Lof nuclear energy. 
Taxes on the sales and purchases of goods imported, exported, 
produced, manufactured or consumed, except sales tax on services 


Taxes and duties on the production capacity of any plant, machinery 
or installation of any one or more of them. 

Taxes on the capital value of the assets, not including taxes on 
| immovable property. 


Powers of the Provinces to legislate on taxes 


Act, 1989 


reas where Provincial Governmen: 


Laws enacted thereunder 
Income Tax Ordinance,2001 


Sales Tax Act, 1990, Federal Excise Act, 
2005, Customs Act,1969 


Capital Value Tax levied through Finance 


n legisl. levy ta 


i 
All taxes other than the mentioned in above list of Federal legislative list as contained in the Constituti f Pakistan 
ion o: 1S 


* Sales tax on services 


Taxes on transfer of immov 
'eable pro} 
Professional tax y vea 


Tax on luxury houses 


Tax on registration of luxury vehicles etc. 


. 
. 
. 
. 
* Property tax 


Aa. — o1 ————— 


are covered in the scope of legislati i i 
es p egislation of Provinces. Accordingly, various types of taxes are introduced by the 
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List the taxes which can be im 


d : posed by the Fede: 
(b) Briefly describe the duties of Ned eue RE diei (6) 
i (4) 
Question-2 (Q.9 September 2014) 


What do you understand by ‘Federal consolid - 

Federal consolidated fimd! idated fund’? Enumerate the expenditures which are charged upon the 
(8) 

Question Ex] (Q.8 September 2015) 


Under the provisions of Article 160 of the Constitution x E y A : 
BEES of Paki ¢ 
Finance Commission’, Who may be the member(s) of such isse nd PERI URDU 


G) 
(Q.7(a) March 2016) 
Question-4 
List any five types of taxes which can be imposed by the Federation as provided in the Federal legislative list under 
the Constitution of Pakistan. (05) 
(Q.7 (b) September 2016) 
Question-5 y 
(a) State the duties of National Finance Commission. (04) 
(b) List the taxes and duties which may be raised under the authority of Parliament. Also list various types of 
taxes which are covered under the scope of legislation of the Provinces. (06) 
(Q.4 March 2017) 
Question-6 
List any five taxes which can be imposed by the Federal Government. (05) 
(Q.5 (b) March 2018) 
Question-7 q : 3 
(a) National Finance Commission has the duty to make recommendations to the President with regard to 
finance related matters. You are required to list such recommendations. (04) 


(b) State the taxes and duties which may be raised under the authority of Parliament. Also state four types of 
taxes which are covered: 


(i) under the scope of legislation of the Federation 
(ii) under the scope of legislation of the Provinces. (06) 
(Q.8 March 2019) 
ist si i ithin the legislative powers of Provinces, (03) 
List six types of taxes which are covered wi TUR 
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Pi the Federation to legisl: xes 
wing entries in the Federal legislative list coy tained i; m d . 

api which can be imposed by the Fe ei ined in constitution of Pakistan relates to taxes or following are 
43 Duties of customs, including export duties, 

‘ Duties of excise, including salt, but not includi Qus: , " 
"s Taxes on income other than agricultural ed alcoholic liquors, opium or other narcotics; 
' — Taxes on corporations. NE ? 

d mI 
49, Taxes on the sales and purchases of goods im ted, : " 

consumed, except sales taxon services; — ^ I Dad te manufactured or 

50. Taxes on the capital value of the assets, not including taxes on immovable property. 
51. Taxes on mineral oil, natural gas and minerals for use in generation of nuclear energy. 
52. Taxes and duties on the production capacity of any plant, machinery, undertaking 
53. Terminal taxes on goods or passengers carried by railway, sea or air; taxes on their fares and freights. 


| Answer-5 


(a) 

It shall be the duty of the National Finance Commission to make recommendations to President regarding- 

(a) the distribution of. tax receipts between the Federation and the Provinces (as in clause (3)): 

(b) the making of grants-in-aid by the Federal Government to the Provincial Governments; 

(c) the exercise by the Federal Government and the Provincial Governments of the borrowing powers given by the 
Constitution; and 

(d) any other matter relating to finance referred by the President. 


(b) 

The taxes raised under authority of Majlis-e-Shoora (Parliament) are as follows: - 

(i) taxes on income, i g corporation tax, but not including taxes on income consisting of remuneration paid 
out of the Federal Consolidated Fund; 

(ii) taxes on sales and purchases of imported, exported, manufactured or consumed; 

r export duties as specified by the President; 

t; and 5 


legislative list as contained in the Constitution of Pakistan 
Accordingly, various types of taxes are introduced by the 
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R 
]. Ethics and canons of taxation 
2. Canons of taxation 
THI 
3. Morality behind Tax Compliance 
4. Ethics and morality for peso compliance 
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" ETHICS 


Ethics = meaning and application 
means characters and customs. Aristotle was the first one to study ethics, He believed that ethical behavior is 


Ethics ! $ 

knowledge that actions are done for betterment of common good, To determine what is ethically good for the 
individual and society, Aristotle said it is necessary to possess 3 virtues of practical wisdom: 
1. temperance, 

2. courage, and 

3, justice. 


1. ETHICS FOR TAX LEGISLATOR: 
"Legislative office is a public trust, and every effort for personal gain through official conduct is 
trust" 
The constitution requires the legislature: 
e to make a code of ethics prohibiting conflicts between the public duty and private interests of members of 
the legislature. 
e to enact a code of ethics for all officials and employees of the state and its political subdivisions. 


a violation of that 


Canons of taxation are the basic principles to run a good tax system. Adam Smith was the first economist to develop 
These canons help tax legislators in constituting 


earns more should pay more to the Government as compared to a person 


‘anon O! 
This principal says that a person who 
earning high income should pay tax at higher rate as compared to a person 


who earns less. As a result the person 
who is earning less income. 
It is one of the fundamental concepts to bring social equality and equal distribution of wealth in a country. 


2. Canon of Certainty 
The tax that a person is going to pay should be certain. Everything should be made clear and simple for the 


taxpayer. It ensures that the taxpayer should have full knowledge about amount of tax payment, mode of 


payment and the due-date. If this canon does not exist, it leads to tax evasion. 
Another aspect of certainty is that the Government is also certain regarding the amount it will collect from tax. 


should be easy, convenient and taxpayer-friendly. The time and manner of 
so that he is able to pay his taxes in due time. If the time and 
‘may lead to tax evasion and corruption. 


taxes should be as minimum as possible. The cost of tax 
Government. 
r the Government. If the canon of economy isn't 
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7. Canon of Flexibility $ f T : 
Flexibility is different from elasticity. A flexible tax quickly adjusts to the new conditions. If the tax System i 
not flexible, new areas will remain un-taxed. 

8. Canon of Simplicity / ^ 
The system of taxation should be simple. The entire process should be non-technical and straightforwarq. Ifi 
is difficult and complicated to understand, then it will lead to corruption. 

9. Canon of Diversity ^ 4 
It says that the Government should collect tax from different sources rather than relying on a sin; 
Government relies on a single tax source it 
both direct and indirect taxes. 


2. ETHICS FOR TAXPAYERS 


gle Source, tp 
can be harmful for the economy. Therefore Government introduces 


There are three approaches to ethics for tax compliance which are as under: 3 : 
Q Utilitarianism tells us to aim for greatest happiness across the population. ‘Happiness’ is the 
" satisfaction of our desires. 
Deontology bases ethics on the idea of duty. 
Q Virtue ethics focus on the virtues we should have. A broad conc 
only honesty 


eption must be used here. Virtue is not 
"s talents and leading a fulfilled life is also a virtue. 


ntry. 
absolute duties. There is a duty of individuals to pay for social 
- The one who uses a public hospital or a public road, should pay for 
ion of taxpayer to pay tax for use of public facilities. 
"s . Financial incentives encourage people to use 
i ives. Another virtue is charity either in form of 
more charities they can afford; and also find 
mdependence. It is good to live on own money. Lower 


Virtue Ethics 


Will approve tax because 
this will enable people to 
lead prosperous lives and 
utilize their talents to full. 


Will approve tax because 
taking care of less fortunate 
is itself a virtue 
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Tax avoidance and evasion 
Most people pay their taxes but not all are willing. So lastly, let's look T ehaviour c: 
ethically acceptable: y, at whether other forms of behaviour can be 


a Tosh qnd of the tax law to one's own advantage, to reduce the amount of tax 
POS em "ie REED d tax payer that whether the business is started as a partnership or 
e - ship tax rates is lower than that of compan: a is starti. 
business in a tax-free zone. ; company. Another example is starting 

a mer an a practice where individuals, AOPs and companies unlawfully avoids payment of 
tax. d bas md intentionally conceals the true state of affairs to tax authorities. It is 
punis! ‘| HOES Me For example, concealment of income, misclassifying income under another 
head, claiming excess deductions, and claiming wrong tax credits. 


Situation | Strategy adopted 

Mr. A is in the business of selling shoes. His sales are | It is m evasion and a Criminal Act. He | | 

Rs. 20 M. He kept all cash in his bank locker to hide it | cannot buy any asset form this money 

from tax authorities. unless he declares this income and pays tax 
on it 

Mr. B earned income of Rs 50 M. However, he This is also a tax evasion. Understatement 

declared only that income which is verifiable from the | is also an offence. 

banks i.e. 36M. Remaining amount has been hidden in 

a separate bank account. 

Mr. C earned Rs 50 M. However, he recorded 37 M | Tax avoidance, which is legally 

expenses using legal tactics to reduce his income. ermissible. 


A utilitarian, concerned with aggregate welfare, might be willing for tax avoidance. If tax is avoided, wealth is 
kept in the private sector (means it will not go to Government). The utilitarian says that charging tax will put more 
burden on middle class who cannot afford hiring tax lawyers. The dissatisfaction of middle class will be more as 
compared to the satisfaction achieved by rich class. 


A virtue ethicist would dislike tax avoidance. It is not ethical to exploit rules knowing that one is exploiting it for 


oneself. 

A deontologist will not favor tax avoidance, but might not condemn it either. Deontologists can easily argue for a 
duty to obey the law. 

3. FOR T. IS' RS, IM ENTING AUTHORITIES 


Ethics for tax administrators - Introduction 
The tax administration is not responsible for tax policy and tax legislation but deals with current tax system. Federal 


Board is the main administrative authority under the law to monitor various types of taxes. 
During administration, FBR itself or through its staff exercises the following powers: 

* Power to collect revenue 

* Power to change the method of accounting 

* Power to make assessment of tax and 

* Power to attach bank accounts 

* Power to seize property 

The authorities can misuse the above mentione 
* Loss of property and income 

e Imprisonment 

So above powers if wrongly used can result in loss of fundamental luman rights. 
tax authorities can use the powers fairly and with transparency and morality. 


d powers which can result in following against taxpayer: 


So there i5 need for ethics so that 
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Mr. Zahid is running a textile unit and tax amounting to Rs. 5M is assessed against him. His bank accounts bq 

is Rs. 10M. However, he has to fulfil his exports orders. In case he fails to fulfil his orders, he would lo 
customers and that orders. Considering his present critical financial position, Zahid believes that tax Tec 
proceedings by recovery from bank account (Attachment of bank account) would cause an irreparable losg, ^) 
files a request to FBR for allowing him to pay the tax dues in instalments. , he 
FBR staff has the power to allow him relief or recover this tax directly from his bank account. Justice ang i 
demands that his request should be entertained so that his continuation and prosperity of business would eventas 
result in payment of better taxes in future. 3 


| Income Tax Ordinance, sales tax law, Federal excise law empower tax authorities to select cases for audit, This 
power can be misused by selecting some cases while leaving many unaudited. 
; * [Source: ICAP study Te 


tax 
_ For the benefit of taxpayer and keep check on the misuse of powers by tax authorities, following are the pillars g 
administration: 


B ers should be taxed in same way by tax authorities. Due care should be exercised to ensure 
s not taxed more than business class. Administrators should not achieve their objectives in ar 


are the ethical issues which are faced by tax administrating authorities: 


2 principles for structuring discretion are as follows: 
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lities of tax implemen: uthoritie: 
Tax Administrators shall; 


1. Try to be impartial, fair, neutral and consistent in administration of law ignoring the race or economic 
circumstances. 


2, Provide efficient and quality service to all stakeholders in an effort to exceed their expectation. a 

3 Follow the law completely and no exemptions or credit should be provided to the person who is not eligible for 
it. 7, 

4. Take all measures to collect tax on timely basis in the interest of the Government and at lowest cost. 

5, Make the payment of refunds on timely basis. 

6, Show the honesty and integrity to gain confidence of the government and taxpayers; 

7. Avoid participation in political activity, 

8. Educate taxpayers about their rights and oblig; 

of law. 

Keep the confidentiality of the informatio: 


i " E n provided by the taxpayer with highest level of security. 
l0. Refrain from receiving gifts from actions and non-actions, 


4. ETHICS FOR TAX PRACTITIONERS 
Following are the 5 fundamental principles of ethics for tax practitioners: 


ations so that tax payers voluntarily comply with the requirements 


The ax practitioner should be straightforward and honest in all professional and business relations. He must act 
and with integrity. All tax laws should be followed Properly. He should not misuse the money given by his 
ent for payment of tax, “i : 


should not allow bias, conflicts of interest or undue influence of others to override their professional or 


and E Such level that client receives a 


of the service provided by him. All 
members must also be weil trained. 


actions which discredits the profession. He 
have with courtesy with people. 
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Tax Services ` 1 j f T : 
Tax services include preparing tax return, making tax calculations for accounting entries, suggesting tax Planning 
etc. 


ax services to an audit client might create a self-review or advocacy threat. m 
rohibit firms (and network firms) from providing certain tax services to 


the threats cannot be addressed by applying safeguards. 


Providing t: 
Code of Ethics includes requirements that p 
audit clients in some circumstances because 


Tax Services to Audit clients 
Factors for evaluating level of threats created by providing tax service to an aui 


L The characteristics of the engagement. 


. The tax expertise of client’s employees. 


. The system by which tax authorities assess and administer the tax and the role of the firm (or network 


firm) in that process. 
. The complexity of tax regime (and degree of judgment necessary in applying it). 


1) Tax return preparation 
AII Audit Clients 
Providing tax return preparation services (to audit client) does not usually create a threat. Tax return preparation 


services involve: 

e Assisting clients with tax reporting obligations by compiling information, including payment of tax. 

e Advising on tax treatment of past transactions and responding on behalf of audit client to tax authorities" 
requests for additional information and analysis (for example, providing explanations for approach being 
taken). 

Tax return preparation services are usually based on historical information and principally involve presentation of 
such information under existing tax law, Further returns are also reviewed by tax authorities. 


2) Tax Calculations for the Purpose of Preparing Accounting Entries 


a) All Audit Clients 
Preparing calculations of current and deferred tax liabilities (or assets) for an audit client for accounting entries that 


will be later on audited by the firm creates a self-review threat. 
In addition to the factors discussed above (4 bullets), a factor relevant for evaluating threat is that calculation might 
have a material effect on the financial statements on which the firm will express an opinion. 
b) Audit Clients that are Not Public Interest Entities 
Safeguards to address self-review threat when the audit client is not a public interest entity include: 
e Using professionals who are not audit team members to perform the tax service. 
e Having an appropriate reviewer who was not involved in: 
o the service review 
o the audit work or 
o service performed. 
c) Audit Clients that are Public Interest Entities 
A firm (or a network firm) shall not prepare tax calculations of current and deferred tax liabilities (or assets) for an 
audit client (public interest entity) for preparing accounting entries that are material to the financial statements on 
which the firm will express an opinion, 
If impact of accounting entries on financial statements is immaterial then above safeguards mentioned in point (b) 


will be applied. 


dit client include: 


r 
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A Pakis ani audit firm is faced with the following situations; 
situation S dit client? . 
ABC limited an au it client has requested your firm to 
of preparing accounting entries that will be reviewed eae ES s v dE Ne 
wise ie your firm at the time of Audit. ABC Ltd is not a public 
Situation 2 et 
ABC limited an audit client has requested your firm to 
it t h t f prepare current and deferred t: i 

of preparing accounting entries that will be reviewed by your firm at the time of Audi. Me luis quee 
interest entity. jk i x 
Required: 
With reference to the ICAP Code of Ethics, what are the threats presented by the events described above. Also 
comment upon the safeguards to be taken to reduce the said threat (if any) 

[ICAP study Text] 
Answer 
Situation 1 
Preparing calculations of current and deferred tax liabilities (or assets) for an audit client for preparing accounting 


sem that will be subsequently audited by the firm creates a self-review threat, The significance of the threat will 
lepend on: 


. The complexity of tax regime (and degree of judgment necessary in applying it) 
* The tax expertise of client's employees 

D The materiality of the amounts to the financial statements. 

Safeguards 


Safeguards to be applied to eliminate/reduce threat: 
e Using professionals who are not audit team members to perform the tax service. 
e Obtaining advice from an external tax professional 
e Having an appropriate reviewer who was not involved in: 
o the service review 
o the audit work or 
o service performed. 


Situation 2 

Except in emergency situations, a firm (or a network firm) shall not prepare tax calculations of current and 

deferred tax liabilities (or assets) for an audit client (public interest entity) for preparing accounting entries that 

are material to the financial statements on which the firm. will express an opinion. 

In emergency or other unusual situations when it is impractical for the audit client to make other arrangements we 

may provide tax service. This may be the case when: 1 . A í : 

. only the firm has the resources and knowledge of the client's business to assist client in timely 
preparation of its calculations of current and deferred tax liabilities (or assets), and 


E stopping firm from providing service will result. in significant difficulties for the client (for example, 
failure to meet regulatory reporting requirements). 

Safeguards " 

P Those who provide the services are not members of the audit team; 


. The services are provided for only a short period of time and are not expected to recur; and 


= The situation is discussed with those charged with governance. 


~r s 
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tion at a large tax consultancy firm and reports to Bader Ali, FCA Wh 
0 


Example-2 
Bilal Azhar, ACA is Manager Taxa’ 


i ers of the firm. 
eia D renti engaged in the preparation of the income tax return of Digital System, 
Limited (DSL), an IT company. During the review of the tax workings, he discovers that DSL has 
charged certain expenses against which no supporting documents are available. He brings this matter 
to the attention of Bader Ali who has responded him that since this is not an audit engagement, it 
is not our responsibility to highlight such matters. 
Required: p 

in breach of the fundamental principles of ICAP’s Code of 


Briefly discuss how Bader Ali may be à p 
Ethics. Also, state the potential threats that Bilal Azhar may face in the above circumstances and how he 


should respond. 
[ICAP study Text} 


Answer 
Fundamental principles breached: 

In the given situation, Bader may be in breach of the following fundamental principles of Code of Ethics 
for Chartered Accountants: 

Professional behaviour 

The practitioner should follow the laws and regulations and should avoid actions which discredits the 


profession. 

Bader has breached the fundamental principle of professional behavior as his proposed suggestion in 
respect of ignoring the appropriate adjustments to the income tax return would affect the good 
reputation of the profession. 

Integrity 

The tax practitioner should be straightforward and honest in all professional and business relations. 
Bader has breached the fundamental principle of integrity as he has knowingly ignored the required 


adjustments to be made in the income tax return. 


Potential threat: 
Intimidation threat 
Bilal may face intimidation threat from Bader as refusal to obey instruction may risk his job. 


‘Safeguards: del 
Identified threats are significant as Bilal is being instructed from the highest level of management. In order 
to reduce the threat to an acceptable level, one or more of the following safeguards should be applied: 


Discuss the matter with Bader and persuade him to follow code of ethics/contact the tax client to' 


make necessary adjustments. 
Consider informing appropriate authorities like a senior partner in the firm. 


Refuse to implement the given proposals. 
Seek legal advice. 


In case threat could not be reduced consider resigning from the job s — 
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ICAP PAST PAPER QUESTIONS 


ui 
Ques expla the ethical responsibilities of the tax implementing authorities. (10) 
3 (Q.8 September 2014) 
Q estion- " 
Def describe any three main canons of taxation which can be helpful in formulating a good tax system. (03) 
(Q.7 September 2015) 
uestion -3 2 $ 
List any six ethical issues which may be faced by tax administration authorities while discharging their duties under 
the four pillars of tax administration. (03) 
(Q.7(c) March 2016) 
uestion-4 
Tist any seven responsibilities of tax administrators emanating from best ethical practices, (07) 
(Q.7 (a) September 2016) 


Question-5 
(a) Briefly describe the pillars/principles of tax administration which are meant to safeguard the interest of 
taxpayers and avoid abuse of powers by the tax administrators. (04) 
(b) List any six ethical issues that which administrators may face while discharging their duties. (03) 
(Q.8 (a) and (c) September 2017) 


Question-6 
a) Listany seven responsibilities of tax administrators arising from best ethical practices. (07) 


b) State any six ethical issues which the administrators may face while discharging their duties. (03) 
*(Q.8 March 2020) 


"Revenue (FBR) with respect to collection of tax. What 
ers are misused by any officer(s) of FBR? (03) 
be helpful in safeguarding the interest of 
on. (02) 
administration authorities while discharging their 
(03) 

(Q.8 Sep. 2020) 


Scanned with CamScanner 


Chapter 3 Ethics 


Ri ies of tax i 
Tax Administrators shall: 
] Try to be impartial, fai 
circumstances. 

Provide efficient and qual 
Follow the law completely a 


nistration of law ignoring the race or economic 


r, neutral and consistent in admi! 
to exceed their expectation. 


Iders in an effort ; T 
ue rovided to the person who is not eligible for 


lity service to all stakeh 
credit should be p! 


nd no exemptions or 
T all measures to collect tax on timely basis in the interest of the Government and at lowest cost. 
Make the payment of refunds on timely basis. 3 
Show the honesty and integrity to gain confidence ofthe government and taxpayers; 
Avoid participation in political activity. 

Educate taxpayers about their rights and obligations so that tax payers vi 
requirements of law. 
9. Keep the confidential 
10. Refrain from receiving gifts from actions à 


oluntarily comply with the 


gem tek 


lity of the information provided by the taxpayer with highest level of security. 


ind non-actions. 


Answer-2 
The three canons of taxation are discussed below: 


1. Canon of Equity 
This principal says that a person who earns more should pay more to the Government as compared to a person 
who earns less. As a result the person earning high income should pay tax at higher rate as compared to a person 


who is earning less income. 
It is one of the fundamental ci 
2. Canon of Certainty 

tain, Everything should be made clear and simple for the taxpayer. 


The tax that a person is going to pay should be cei 
]t ensures that the taxpayer should have full knowledge about amount of tax payment, mode of payment and the due- 


date. It this canon does not exist, it leads to tax evasion. 
Another aspect of certainty is that the Government is also certain regarding the amount it will collect from tax. 


3, Canon of Convenience 
The procedure for tax payment should be easy, convenient and taxpayer-friendly. The time and manner of payment 


must be convenient for the tax payer so that he is able to pay his taxes in due time. If the time and manner of the 
payment is not convenient, then it may lead to tax evasion and corruption. 


oncepts to bring social equality and equal distribution of wealth in a country. 


Answer-3 


Following are the ethical issues which are faced by tax administrating authorities under four pillars: 
l. Corruption s 
2. Confidentiality/Secrecy 
3. Conflict of interest 
4. Inconsistency in application of law 
5. Lack of autonomy 
6. Political influence 
7. Acceptance of gifts 
8. Discretion 
Answer-4 


Same as Answer-] 
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(a) 


r- 
Anse ar of tax administration 


For the benefit of taxpayer and keep check on the mi EP inbiare iHe 
pillars o F tae natcdilisralion: e misuse of powers by tax authorities, following 


Fairness 
e should try to be fair, neutral and impartial while administering the law. There should be no 
discrimination on the basis of race, sect etc. 

‘Transparency 

All Proceedings must be transparent and must be seen as transparent. 

Accountability 

There must be a strong system of accountability for wrong doers which should stop corruption, nepotism 
ud iministration. ity mg doers which shot p corrupt 


Equity 

Similarly situated taxpayers should be taxed in same way by tax authorities. Due care should be exercised 
to ensure that salaried class is not taxed more than business class. Administrators should not achieve their 
objectives in an irrational way. 


Same as Answer-3 


wers by tax authorities, following are the 


stering the law, There should be no 
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Trust [80(2)(d)] 

10. Unit trust [2(14)] and [80(2)(e)] 

11. Rate of Tax for Companies 

12. Small Company [2(59A)] 

13. Association of Persons [2(6) & Sec. 80] 

14. Firm [Sec. 80(2)(c)] 

15. Member Sec 2(32) 

16. Tax on taxable income [Sec. 4] 

17. Taxable income [Sec. 9] 

18. Total Income [Sec. 10] 

19. Heads of income [Sec. 11] 

20. Zakat. [Sec.60] 

21. Workers’ Welfare Fund [Sec.60A] 

22. Workers’ Participation Fund [Sec.60B] 

23. Principle of taxation of individuals [Sec. 86] 

24. Deceased individuals [Sec. 87] 

25. Authors [Sec. 89] 

26. Income of minor child [Sec 91] 

27. Income of joint owners [Sec 66] 

28. Apportionment of deductions [Sec 67] 

29. Fair market value [Sec 68] 

30. Receipt of income [Sec 69] 

31. Recouped expenditure [Sec 70] 

32. Currency conversion [Sec 7] 

33. Cessation of source of income [Sec 72] 

p Rules to prevent double derivation and 
v Ti ivi 55 5 

36. ee ces to taxes imposed under sections 5 and 6 [Sec. 8] 
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double deductions [Sec 73] 
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— 
T CHAPTER 4 Lectuve +4 
SIC CONCEPTS OF INCOME TAX 
Tax year [Sec. 74] 
(1) Normal tax year ey 
The tax year shall be z i d " LM 
year’) and shall be VO Di ending on June 30th (hereinafter referred to as *normal tax 
EUH a vencwich endson oa yearn uem June falls. 2.6. Cem) 2022 


(2) Special tax year. w;is} 
Where a person i ji "neri 

P is allowed, to use A12 months)period different from normal tax year, such period shall be 

) and shall, be lenoted by the calendar 


that persons tax year (hereinafter referred to as ‘special tax year’ 
y Tevant to normal tax year in which the closing date of the special tax year falls. 


Persons Accounting year Type of Tax | Tay year 
year 
Honda Atlas Cars April 1, 2009 — March 31, 2010 Special TY 2010 
| Mr. Ahsan July 1, 2010 — June 30, 2011 Normal TY 2011 
GEF Firm January 1, 2010 — December 31, 2010 Special TY2011 
ABC Company | October 1, 2009 — September 30, 2010 Special TY 2011 
(2A) The Board,- CU Vb Y 
(i) in the case of a class of persons having a special tax year may permit, through official Gazette, to 
wes 4 use a normal tax year; and GU be 
m f (ii) in the case of a class of persons having a normal tax year may permit, through official Gazette, to 
ge use a special tax year. am ET E 
5 re Class of person : Special tax year 
į Companies manufacturing sugar Ist October to 30th September 
All insurance and banking companies | Ist January to 31st December 
i To allow him to use a 12 months’ period, other than 


(3) A person may apply, in wri iting, to the Commissioner 
N pS normal tax year, as specia ner may allow him. The order will be passed by the 
at 4o (pecvat) 


] tax year and the Commissio! 
Commissioner if the condition mentioned below (in sub-section (5)) is fulfilled. 
(4) Aperson using a special tax year, may apply in writing, to the Commissioner to 
tax year and the Commissioner may allow him. The order will be passed by t 
"condition mentioned below (in sub-section (5) is fulfilled, 
to change the tax year: 


raw) The Commissioner shall grant the permission 
» 
Se Lco Vg l condihions 


e from normal to special or n 
t3? yo! a : 
missioner may impose conditions while giving 


MS hange in Tr (Nom 
allow him to use normal 
he Commissioner if the 


eoi" n 
“special to normal 
only i the person has shown a compe need. The is 
pa ACD Tax Payer 


eJ (Permits 
hall be passed after providing to the applicant an 


permission. Y 
(6) An order by Commissioner of change in tax year s 
the application is rejected the Commissioner shall men: onm order the 


opportunity of being hei h 
reasons for rejection. envi Silo GB Wb f Tax Payer 
0) The Commissioner m ler, after providing an ‘opportunity of being heard, withdraw the permission 


anted regarding change in tax year. 
T0] Em order or change in tax year [under sub-section (3) or (4)] shall take effect fron. ist day of the 
taka SHIRE M ) 


ex special tax year or the normal tax year. 
(9) Transitional tax year 
Where the tax year of person changes, the period between: 
e the end of the last tax year rior to change and 
e the date on which the changed tax year commences 
shall be treated as a Separate Tar yen, T0 e Known as thin ix yea?) 
(1l) — A person dissatisfied with any order of Commissioner (under sub-section (2), (4) or (7)) may file a review 
application to the Board. The decision by the Board shall be final. ni 
291 cae annie — Str iA One S 
im 
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Example cy , | 
Mr. A is using normal tax year. He has obtained permission from the Commissioner to use a special tax | 


year which will end on 31" November each year. His recent normal tax year has just ended on June 30" 
tional tax year and special tax year. 


2010. You are required to show his normal tax year, transitional E 
[ Year Normal tax year Transitional tax year z Speci a ES year 
Starting from — | 1” July 2009 1" December 2 


Ending on 30" June 2010 31" November 2011 
Tax Year lated to | Normal tax year related to 


31st November 2011 is 20 
12. So Special tax year is 
2012 


31* Nov 

Normal tax year rel 
31st November 2010 is 2011. 
So transitional tax year is 
2011 


Resident and non-resident persons [Sec. 81] 
(1) A person shall be a resident person for a tax year if the person is — 

(a) a resident individual, resident company or resident association of persons for the year; or 
(b) the Federal Govemment. 


Q) A person shall be a non-resident person for a tax year 


ifthe person is not a résident person for that year. 


EXPLANATION: 

Q. Why establishing the residential status of persons is important? 

Ans. This is important in order to determine the scope of taxable income for : Š 
> Resident persons Both Pakistan source income and foreign source income are taxable 


> Non-resident persons — Only Pakistan source income is taxable 


Resident individual [Sec. 82] 
An individual shall be a resident individual for a tax year if the individual — , 
(a) is present in Pakistan for a period of, or periods amounting in aggregate to, 183 days or more in the tax year; 


(c) is an employee or official of the Federal Government or a Provincial Government posted abroad in the tax year. 


[ Citizenship is not relevant for determining residential status. 


Income Tax Rules 2002-Rule 14 
a) A part of a day that an individual is present in Pakistan (including the day of arrival in, and the day of departure 


from, Pakistan)\countsJas a whole day of such presence; 
b) The following days in which an individual is wholly or partly present in Pakistan{eount as a whole day of such 
presence, namely:- 
e apublic holiday; 
e aday of leave, including sick leave; 
e a day that the individual's activity in Pakistan is interrupted because of a strike, lock-out or delay in receipt 
Purchases of supplies; or 
ea holiday spent by the individual in Pakistan before, during or after any activity in Pakistan; and 
a day or part of a day where an individual is in Pakistan solely by reason of being in transit between two 
okeh different places outside Pakistan Hoes not cound as a day present in Pakistan. Caa 


* fak uaa Sh Gk chivedk gught Nes nehi Joh L 


aR 
Resident company [Sec. 83] ?^ ^ Ay 
A company shall be a resident company fer a tax year if — Ces ie Pale ah count rtl 
(a) itis incorporated or formed by or under any law in force in Pakistan; 
(b) the control and management of the affairs of the com; is 4 i i ime i 

ks pany is situated wholly in Pakistan at any time in the 
(c) it is a Provincial Government or Local Government in Pakistan. 


yeah 


Resident association of persons [Sec. 84] 
An association of persons shall be a resident association of i at of 
the affairs of the association is situated wholly or partly in diia; o ae the control and manage? 

in the year. 


— 
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Person |2(42). Sec. 80 

The following shall be treated as persons under Income Tax Ordi! ye. 

fay, AR individu ‘ax Ordinance, 2001, namely: 

(b) iced or an association of persons incorporated, formed or established in Pakistan or elsew! 
(c) e Federal Government, a foreign government, a political sub division of a foreign government, or public 


international organization. 


“Company” [2(12) and Sec. 80 


“Company” means the'following: 
(a) a company as defined in the'Compánies Act, 2017. 
(b) a body corporate formed by or under any law in force in Pakistan; 


(c) A Modaraba 
(d)"*# body‘incorporated under the law ofa country outside Pakistan relating to incorporati 


(e) a co-operative society, a finance society or any other society; 


(f) anon-profit organization 4 

(g) atrust, an. entity or a body of persons established by or under any law. for the time being in force: 

(h) a foreign association, whether incorporated or not, which the Board has declared to be a company for the 
purposes of ITO 2001; . 

(i) a Provincial Government; 

j) a Local Government in Pakistan; or 


(k) a Small Company: 


ion of companies; 


Trust [80(2)(d) 
Trust means an obligation attached to the ownership of property and arising out of the confidence given to and 
accepted by the owner, for the benefit of another, or of another and the owner, and includes a unit trust 


Unit trust [2(14)] and [80(2)€)] 
r which beneficial interests are divided into units so that the rights of the 


Unit trust means any trust unde) 
beneficiaries to income/capital are determined by the number of units held. 


Rate of Tax for Companies 
(i) _The rate of tax on the taxable income of a company shall be as defined in the following table: 
| Tax Year i Rate 
[2022 29% 
Gi) ^ where the taxpayer is a small company the rate of tax on the taxable income of a company shall be as defined 
in the following table: 
[ Tax Year Rate 
s 2196 
2023 and onwards 20% 


Small Company [2(59AB 

“Small Company” means a company regis! 

2017, which,- 

(i) - has paid up c: 

(ii) has employee: 

(ii) has annual turnover not exceeding 
[ Turnover means sales. 

(iv) is not formed by the splitting up or 

(V) is not a small and medium enterprise. 

Association of Persons [2(6) & Sec. 80] 

"Association of persons" includes the following 

(a) A firm 

(b) A Hindu Undivided Family 

(c) Any Artificial Juridical Person 

(d) Any body of persons formed under a foreign | 


an 


—— 


tered on or after the Ist day of July, 2005, under the Companies Act, 


apital plus undistributed reserves not exceeding 50 million rupees; 


s not exceeding 250 any time during the year 
250 million rupees; and 


the reconstitution of business already in existence; and 


aw. However a company is not included in association of person. 
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THE FIRST SCHEDULE 


Division I 
Rates of Tax for Individuals and 
Association of Persons 
(1) Subject to clause (2), the rates of tax imposed on income of every individual and association of 
persons except a salaried individual shall be as set out in the following Table, namely:— 


TABLE 


S. No Taxable Income 


Rate of Tax 


1. — | Where taxable income does not exceed 


0% 


Rs. 400,000 
2. Where taxable income exceeds 


Rs. 400,000 but does not exceed 
Rs, 600,000 

3. Where taxable income exceeds 
Rs. 600,000 but does not exceed 
Rs. 1,200,000 

4. Where taxable Income exceeds 
Rs. 1,200,000 but does not exceed 
Rs. 2,400,000 


596 of the amount exceeding Rs. 400,000 
Rs. 10,000 plus 1096 of the amount 
exceeding Rs. 600,000 


Rs. 70,000 plus 1596 of the amount} 
exceeding Rs. 1,200,000 


5 Where taxable Income exceeds 
Rs. 2,400,000 but does not exceed 
Rs. 3,000,000 

6 Where taxable Income exceeds 
Rs. 3,000,000 but does not exceed 


Rs. 4,000,000 but does not exceed 


Rs. 370,000 plus 25% of the amount| 


Rs, 4,000,000. 
T. Where taxable Income exceeds Rs. 620,000 plus 3096 of the amount 


Rs. 250,000 plus 20% of the amount 
exceeding Rs. 2,400,000 


exceeding Rs. 3,000,000. 


exceeding Rs. 4,000,000 


Rs. 6,000,000 
8 Where taxable Income exceeds 


Rs. 1,220,000 plus 35% of the amount! 
exceeding Rs. 6,000,000 


L * [ Rs. 6,000,000 


i... 
— 
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dividual chargeable under the head “‘salary” exceeds seventy-five pe 


(2) Where the income of an in s of tax to be applied shall be as set out in the following Tabl 
B Table, 


cent of his taxable income, the rate: 
namely:— 


— -—— - — CARROS 
Rate of Tax 


eee Er] | 


S. No Taxable Income 
a) Q) A 

Where taxable income does not exceed 

Rs. 600,000 

Where taxable income exceeds 

Rs. 600,000 but does not exceed 

Rs. 1,200,000 

3. | Where taxable income exceeds 

Rs. 1,200,000 but does not exceed 


Rs. 1,800,000 but does not exceed 


Rs. 2,500,000 but does not exceed 
Rs, 3,500,000 

6. Where taxable income exceeds 
Rs. 3,500,000 but does not exceed 
Rs. 5,000,000 


Rs. e 30,000 plus 15% of the 
4. i ceed: Rs. 90,000 plus 15% of the 
Ties wes POSE amount exceeding Rs, 1,800,000 


Rs. 2,500,000 D 
5. Where taxable income exceeds Rs. 195,000 plus 17.5% of the 


(3 


5% of the amount exceeding 
Rs. 600,000 


Rs, 30,000 plus 10% of the 
amount exceeding Rs. 1,200,000 


amount exceeding Rs. 2,500,000 


Rs. 370,000 plus 20% of the 
amount exceeding Rs. 3,500,000 


7. Where taxable income exceeds 
Rs. 5,000,000 but does not exceed 
Rs. 8,000,000 

8. Where taxable income exceeds 
Rs. 8,000,000 but does not exceed 
Rs. 12,000,000 


9. Where taxable income exceeds 
Rs. 12,000,000 but does not exceed 
Rs.30,000,000 

10. Where taxable income exceeds 
Rs, 30,000,000 but does not exceed 

Rs.50,000,000. 

11. Where taxable income exceeds 
Rs. 50,000,000 but does not exceed 
Rs.75,000,000 
Where taxable income exceeds 
Rs.75,000,000 


ee ee O 


Salaried Person 


An individual whose income from sal; 
a salaried person. i: 


Rs. 670,000 plus 22.5% ofthe 
amount exceeding Rs. 5,000,000 


Rs. 1,345,000 plus 25% of the 
amount exceeding Rs. 8,000,000 


wo ee EEE 
Rs. 2,345,000 plus 27.5% of the Amount 
exceeding Rs, 12,000,000 


Rs, 7,295,000 plus 30% of the 
amount exceeding Rs. 30,000,000 


Rs. 13,295,000 plus 32.5% of the amount 
exceeding Rs. 50,000,000 


Rs, 21,420,000 plus 35% of the 
amount exceeding Rs, 75,000,000 


exceeds 75% of taxable income in a tax year will be considered 8 


nen me LONE i NC: on | 
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Taxable income [Sec. 9] 
The taxable income of a person for a tax y i i 

year shall be the total income (under clause (a) of section 10) for the year 
reduced (but not below zero) by the total of any *deductible allowances" of the person for the year. 


Question 
Mr. Umer has disclosed the following data for TY 2019: Rs. 
Salary Income 250,000 
Business Income 150,000 
Zakat paid under Zakat and Ushr Ordinance 470,000 
Calculate his taxable income? 
Answer 
Salary Income 250,000 
Business Income 150,000 
Total income 400,000 
Less: Zakat (470,000) 
Taxable Income s 
Nothing will be carried forward. Refer [S.60 (3) 
Total Income [Sec. 10] 
The total income is sum of - 
(a) Person's income under all heads of income for the year; and 
(b) Person's income exempt from tax under any of the provisions of this Ordinance. 
Heads of income [Sec. 11] 
(1) For imposing tax and calculating total income, all income shall be classified under the following heads: 
a) Salary; 
b) Income from property 
€) Income from Business; 
d) Capital Gains; and 
e) Income from Other Sources. a 
for a tax year shall be the total chargeable amounts derived by the person 


(2) The income under a head of income 


under the head as reduced by the total deductions. 
(3) e to! ducti: wed to a person for a tax year under a head of income d the t unt: 


o tax, the person shall be treated as sustaining a loss for that head. 


(4) A loss for a head of income for a tax year shall be dealt with in accordance with Chapter 14. 
id of income shall be computed by adding: 


(5) The income of a resident person under a hea 
e  Pakistan-source income and 
e  Foreign-source income. 
j under a head of income shall be computed by considering only amounts 


(6) The income of a non- 


that are Pakistan-source income. 
Residential status/Income 
Resident 

Non-resident 4 


Foreign source income 
Taxable 
Not taxable 


Pakistan Source income 
Taxable 
Taxable 


DEDUCTIBLE ALLOWANCES 


Zakat [Sec.60] 

(1) A person shall be entitled to a deductible allowance for Zakat paid by the person in a tax year under the 
Zakat and Ushr Ordinance, 1980. 

(3) ‘An allowance for a tax year that is not fully deducted shall not be: 

e refunded; 

e carried forward to a subsequent tax year; or 

e carried back to a preceding tax year. 

Zakat paid to relatives will not be deducted because it 

Ordinance, 1980. 

If question is silent 


js not considered as Zakat as per Zakat and Ushr 


about Zakat, assume that Zakat is being paid under Zakat and Ushr Ordinance, 1980. 
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Workers’ Welfare Fund paid by ih 
Y the 


Workers’ Welfare Fund [Sec.60A] 
‘or the amount of any 
o Workers’ Welfare Fund enacted py 


A person shall be entitled to a deductible allowance fc 3 
person under Workers" Welfare Fund Ordinance or under any law relating te 
e 18th constitutional amendment Act, 2010): ". 

vinces by à trans-provincial establishment 


provinces (after th 
for amount of WWF paid to Pro 


No deductible al;owance will be allowed 


Workers’ Participation Fund [Sec.60B] Y Tupac n. 
A person shall be entitled to à deductible allowance for the amount of any Workers’ Participation Fund paid by the 


person under Companies Profit (Workers? Participation) Act” or under any law Se to the Workers" Profi 
Participation Fund enacted by Provinces (after the 18th Constitutional amendment Act, 2010) — — i 
No deductible allowance will be allowed for amount of WPPF paid to Provinces by à trans-provincial establishment, 


TI question relates to individual. 


Calculate the tax liability in the questions given below assuming that a 
400,000 


Question-1 
Income from Business 800, 
,000. 


| Income from Salary 
| Income from other sources 500,000 
Answer 
Income from Business 400,000 
Income from Salary 800,000 
| Income from other sources ———300,000 
| Taxable Income 1,700,000 
| Tax Liability {70,000 + (15% x 500,000) (Table 1) 145,000 
| Question-2 
| Income from Business 200,000 
| Income from Salary 100,000 
Zakat 10,000 
l Answer 
Income from Business 200,000 
Income from Salary à * 100,000 
| en Income 300,000 
ess; Zakat (10,000) 


Taxable Income 
Tax Liability (Table 1) 


Question-3 
Income from Business 
300,000 


| Income from Salary $ 
| Income from other sources 200,000 
OL Es 
Answer 
Income from Business 
Income from Salary 300,000 
Income from other sources 200,000 
Total Income 100,000 
Less: Zakat 600,000 
Taxable Income (20,000) 
Tax Liability (5% x 180,000) (Table 1) 580,000 
Question-4 000 
Income from Capital Gain 
Income from Business 350,000 
Zakat , 
200,000 
150,000 


Lo CERE e 
Pp 
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Question-9 

Income from Business 
Income from Salary 
Income from Other Sources 
Zakat 

Answer 

Income from Business 
Income from Salary 
Income from Other Sources 
Total Income 

Less: Zakat 

Taxable Income 


Tax Liability (370,000 + (20% x 250,000)} (Table 2) 


INDIVIDUALS 


Principle of taxation of individuals [Sec. 86] 
The taxable income of each individual shall be determined separately. 


of a deceased individual shall be liable for — 
(a) any tax that the individual would have become liable if he had not died; and 


eased's estate, 
esentative shall be limited to the extent of deceased’ 


s estate. 
Mr. Umer is appointed as a representative of his father who has passed away 2 months back, The value of 
assets left by father at time of his death 


amounted to Rs. 2 million however as per Commissioner income tax 
the tax payable by him was Rs. 3 million. How much amount Mr. Umer is required to pay? 
Answer 


The liability of Mr, Umer shall be limited to the extent of deceased’ 
Rs. 2 million. 


S estate. Therefore he is only liable to pay 
(2A) The liability shall be the first charge on the deceased's estate, : 
Mr. Umair is appointed as a Tepresentati 


ve of his deceased uncle. The val i i 
of his death amounted to Rs. 5 million, As per Commissioner in en eee at tine 
million, Further a bank loan of Rs. 2 mill 
Answer 


come tax the i Rs. 4 
ion is also payable, How-Mr. Umair aon coche ewe Rs 


d discharge the liabilities? 


Firstly, he will make the payment of Rs. 4 
charge on the deceased‘s estate. Remainin 
(3) For the purpose of this Ordinance, — 

(8) any proceeding 


(b) any proceeding Mich could have been taken = 
: „„ Tepresentative of the d 3 
(4) In this section, Ses 


million to Commissi 
1 million will be pai 


Seainst the deceased may be taken against the lega! 
section, “legal representative” means a 
1 n: 
* who in law represents the estate of a. deceased person, 
* who intermeddles with the estate of the deceased and 
* on whom the estate devolves on the death of Tepresentati 
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Authors [Sec. 89] 

Where the time taken by an author of a literary or artistic work to complete the work exceeds 24 months, the author 

may elect any lump sum amount received in a tax year as royalties for the work as having been received in that tax 
ear and the preceding 2 tax years in equal proportions. 


Example 
Mr. Asif received a lump sum amount of Rs. 6 million as the author of a literary work in TY 2014. Asif took 5 years 


to complete this literary work. How this amount will be taxed in his hands? 


Answer " 
He can opt Rs. 2 million each to be taxed in TY 2012, 2013 and 2014. 


Income of minor child [Sec 91] 
Income from business of minor child is taxable in hands of parent who has highest taxable income. 


Above provision will not apply if business is acquired through inheritance. 

“Minor child" is an individual under age of 18 at end of tax year, 
COMMON RULES 

Income of joint owners [Sec 66] 

Refer chapter of income from property 


Apportionment of deductions [Sec 67] 
(1) Where expenditure, deduction and allowances relates to — 
(a) the derivation of more than one head of income; or 
(ab) derivation of income comprising of: 
e taxable income and 
e income falling under final tax regime or; 
(b) 
e the derivation of income chargeable to tax under a head of income and 
e for some other purpose, 
the expenditure, deduction and allowances sil 
relative nature and size of the activities. 


hall be apportioned on any reasonable basis considering the 


Question-1 
Mr. Riaz Ch. a resident person has disclosed following : 
Pakistan shop Canada shop 
Sales 300,000 700,000 
Salaries 10,000 7,000 
Advertisement expenditure incurred on a TV channel seen on both places is Rs. 5,000. 
Required: 
Calculate his total income. 
ist income 
Sales ; 300,000 
(10,000) 


Less: — Salaries paid 
Advertisement — 5,000 x 300,000 
300,000 -- 700,000 


(1,500) 288,500 


in 
s 700,000 
Coo scura (7,000) 
Advertisement 5,000 x 700,000 5 500 
300,000 + 700,000 (3,500) 689,500 
o 978,000 


Assume all the data is same as in Question No. 1, except that Mr. Riaz Ch. is non-resident. 


Required: 
Calculate his taxable income. 
——d 


Ern ————————————————— 


—— 
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Chapter 


Answer * 7 : . 
Taxable income of Mr. Riaz Ch. is Rs. -resident, No foreign source income is to be addeq 


in his taxable income. 


288,500 because he is non 


ome shall be allocated to that class, 
business including presumptive 
ding to the following formula: 


Apportionment of Ex enditure [Rule 13 
hat is incurred for a particular class or 


(2) Any expenditure t s 
6) Any common expenditure. deductions and allowances which relates to 
(final) and exempt income, shall be allocated to each class of income accor 
Amount of expense X Gross receipt for a class of income 
Gross receipt for all class of income 


“Gross receipts” are receipts without deduction of expenditures. r 
ture that is not clearly allocable to any 


“common expenditure deductions and allowances means" an 


particular class of income,. / 
Where a person is earning net commission or brokerage than his gross profit will be taken as t 


(8) In this rule. - 
“class of income" means Pakistan and foreign source as follows- 


income chargeable under the head “Salary”; 


classes of inc 


y expendi 
urnover. 


(a) 
(b) income chargeable under the head "Income from Business"; $ 
(c) income from a speculation business chargeable under the head "Income from business"; 
(d) income chargeable under the head "Capital Gains"; 
(e) income chargeable under the head “Income from Other Sources” 
(f) income chargeable under the head “Property” 
(g) income exempt from tax; 
(h) incomes chargeable as separate block; and 
() incomes falling under final tax regime 
and source of each class must be considered. 


hould be certified by a Chartered Accountant or 


While allocating expenses the nature 
ed by Commissioner unless there is significant 


The basis for allocátion of expenditure, deductions and allowances s! 
a Cost and Management Accountant. This certificate shall be accept 
variations (10% +/- beyond the limits) from allocation. 


Fair market value [Sec 68] 

(1) The FMV of any property or rent, asset, service, benefit or perquisite at a particular time shall be the price 
which will ordinarily be fetched on sale or supply in the open market at that time. 

Mr. Amir purchased a computer for Rs. 70,000 and sold it to Mr. Anjum when the WDV in the Amir’s books 


was Rs. 40,000. Its fair value in open market at time of sale was Rs. 42,000. 
Conclusion 
Fair value in this case is Rs. 42,000. 
(2) The FMV shall be determined ignoring: 

e any restriction on transfer or 

e the fact that it is not convertible to cash, 
Where the price is not ordinarily ascertainable, the B S Mri 
determine the fair market value of the immoveable prope: n may, by notification in the official gazette 
Where the fair market value of any immoveable f 

A 3 property of an area has not bei i 
above, the fair market value of such immoveable en determined by the Board 25 
2 nci property shall be deemed to istri 
officer (revenue) or provincial or any other authority authorized in this pep em E 2 73 cM 
stamp ` 


683) 
(4) 


Receipt of income [Sec 69] 
Discussed in Income form Salary Chapter 


Recouped expenditure [Sec 70) 
In case of subsequent recoupment of an; i 

in the income chargeable und ly expenditure or loss, in cash or ki : 
nie er relevant head for the tax year in which it is ad tere Ris ae Ind be includes 


RISE got repaired its AC for Rs. 7. in 0. rovider realise I 011 that he has charg 
E p - 7,000 in TY 2 i i 
2x i 01 . The Service pro ider realised in TY 2011 


i ep E E eror 
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Required: 

Treatment of amount recovered by RISE in TY 2011 

Answer € Pi Y 

dro igne shall be included in the income as Rs. 2,000 in TY 2011 by RISE chargeable under the head 
Example 

Sparkle M recorded interest payable to bank of Rs. 12,000 and Rs. 15,000 in TY 2017 and TY 2018 
ei ly. However the interest was not paid due to financial crisis. Bank waived the interest of Rs, 25,000 in TY 
Conclusion 

Rs. 25,000 is recouped expenditure and is chargeable as income in the tax year in which it is received i.e. TY 2019. 


Currency conversion [Sec 71] 

(1) Every amount taken into account under this Ordinance shall be in Rupees. E 

Q) Where an amount is in a currency other than rupees, conversion shall be at the State Bank of Pakistan rate 
revailing at the date at which the amount is taken into account. 
Mr. Qasim purchased an imported car for US$ 35,000 on March 31, 2009. The exchange rates on relevant 


dates are as follows: 
| March 31, 2009 June 30, 2009 
Open market rate 1 US $=Rs. 102 1 US $=Rs. 103 
State bank of Pakistan rate 1USS-Rs.102.1] | 1 US $ - Rs. 103.2 


What is cost of car? 
Solution 
Cost = US$ 35,000 x Rs. 102.1 = Rs. 3,573,500 


Cessation of source of income [Sec 72] 
If a taxable source of income ceases to exist either: 
* before the commencement of the year or 


* during the tax year, 
then any subsequent benefit derived from it shall be taxable in normal way assuming that the source has not ceased 


at the time income was derived. 


Rules to prevent double derivation and double deductions [Sec 73] 
If any income is taxed on receivable basis it shall not become taxable again on receipt basis and vice versa. 


Likewise, if any expenditure is deductible on payable basis the same shall not be deducted when it is paid and vice 
versa. i 

Tax on dividends [Sec. 5] 

(1) A tax shall be imposed, at prescribed rate, on every person who receives a dividend from a company. 

(2) The tax shall be computed by applying the rate of tax to the gross amount of the dividend. 

G) This section shall not apply to a dividend that is exempt from tax. 

Every company paying a dividend shall deduct tax on gross amount of dividend. 


Following are the rates of dividend: 


[Description | Rate 
General tax rate | 15.096 
Dividend paid by Independent Power Producer ] 7.5% 
Certain other cases | 25% 


aa 
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Basic Conc! 


General provisions relating to taxes imposed under sections 5 and 7B [Sec- 8] 
ules applicable to income C ble under final tax re im 

ion 5 and 6 shall be a finaltaxand | 
hall not be chargeable under any head of income; 


(2) This income s! 
(b) no deduction shall be allowable for any expense incurred; 
(c) the income shall not be reduced by — 
) any deductible allowance ( Zakat etc.); or 
(ii) the set off of any loss; ù 
ot be reduced by any tax credit; and d iftax has been deducted, 


(d) the tax deducted shall n i 
the liability of a person (under sections 5 or 6) shall be discharge: 
red to furnish a return of income. 


[6] the person will be re! juil 
The tax deducted on dividend is commonly known as non 


x regimes? 
Normal Tax Regime. 


What are different ta: 
1) T: S. 4 (1) and 2) 4 
Under this regime m is taxed on net basis (i.e. Gross amounts chargeable to tax less deductions). 
2) Final Tax i ive Ti ime [S. 4 (4) and (5)] > 
Under this regime tax will be deducted at the time of transaction by applying 

Following are the examples of income chargeable under this regime: 

a Dividend Income [Sec. 5] 

.b) Profit on debt in certain cases 

3) in ime 

Some examples are as follows: 

1. Minimum tax on turnover [s. 113 covered in business chapter] 
4) Separate block 

e incomes which are charged at separate rates: 


Following are th 
a) Gainon disposal of immoveable property 


b) Gainon disposal of securities 


-adjustable tax. 


rate on gross receipt normally, 


gimes: 


of different tax re} 
Separate block 


Final/Presumptive tax regime 
Gross income basis 
- Dividend income 

- Interest income in certain c 


Following is a summa 
Normal tax regime 
Net income basis 

- Income from salary 

- Income from capital gain 


- Gain on securities 
- Gain on disposal of immovable 


property 


ases 


- Income from business 

- Income from property 

- Income from other source 
Total income 

Less: Zakat 


Taxable income 
Table 1 and 2 are used to calculate tax Different slab rates are available 
as compared to Table 1 and 2 


Different rates are there in law 


42 
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ICAP PAST PAPER QUESTIONS 


tion-1 : 
What is total income? Does it differ in case of resident and non-resident? . (6) 
Sd (Q.1 (a) May1997) 
Describe the common rules for treating the followi i 
@ RRceiscot icone’ g i wing under the Income Tax Ordinance, 2001? di 
(b) Currency conversion. (4) 
x (Q.2 September 2004) 
Discuss under what circumstances an expenditure incurred by a person are required to be apportioned for the 
purpose of claiming a deduction under the Income Tax Ordinance, 2001? (4) 
(Q.7March 2005) 
Discuss the common rules with regard to the following under the Income Tax Ordinance, 2001: 
(a) Fair Market Value. (3) 
(b) Income of joint owners. Q) 
(Q.2March 2005) 
Question-5 
(a) What do you understand by the concept "apportionment of expenditures" as explained in the Income Tax 
(6) 


Ordinance, 2001? 
(b) One of your clients which is a subsidiary of a foreign company wants to change its accounting year 
ber 31 as the income year of its parent company ends on December 31. Advise the 

hange in tax year from normal 


from June 30 to Decem 
client about the requirements of the Income Tax Ordinance, 2001 regarding cl 
to special. Q3) 
(Q.2 September 2007) 
Question-6 
Briefly explain the term "legal representative" with reference to the Income Tax Ordinance, 2001. What are the 
obligations of a legal representative? (6) 
(Q.6(a) March 2009) 


Question-7 
(a) Hijazi Ltd is a multinational unquoted company. Presently, the company closes its financial year on June 
30. The company is now considering to change its income year from June 30 to March 31. 

consultant of the 


Required: Mr. Safi is the tax Company. Write a memorandum on his behalf, explaining 


the following: " E 
G) Requirements of the Income Tax Ordinance, 2001 regarding change in tax year from normal to 
special. ^ 
(ii) The tax year corresponding to the income year ended on March 31, 2009 and the due date for 
(5) 


filing the return of income. [Note: It is a concept of Ch. 15] 
(b) Briefly discuss the residential status of the following persons under the Income 


the tax year 2009: n 
(i) Asif is an employee of Balochistan Government, who has been sent to United Kingdom for an 


official assignment on December 1, 2007 for two years. 
Akhtar Abbas & Co. isa partnership firm, doing business of financial consultancy in 
s United Arab Emirates (UAE). The management and control of its affairs is 


AE and partly in Pakistan. (4) 
(Q.2 March 2009) 


Tax Ordinance, 2001 for 


(ii) Messrs. 
Pakistan as well a 
situated partly in U. 


Question-8 : ; 
Mr. Zia's father expired in March 2009. Being the only heir, he received all his father's business and assets. In 
August 2009, a notice was received from the income tax department in the name of his father to pay unpaid tax 
liabilities along with penalty and additional tax, Mr. Zia is of the view that since his father expired, the notice is 


irrelevant. 

Required: 

In the light of Income Tax Ordinance, 2001, explain the correct legal position of Mr. Zia with regard to his father’s 
(6) 


e related income tax proceedings. 


income tax liabilities and Ux 
(Q.6 (a) September 2009) 


Si nea Nit 
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Rami 4 1 
vf iu ues Saudi Arabia on 24 December 2012 to assume responsibilities on his new job. 
id rachi from 20 June 2013 to 24 June 2013 for presenting a paper in a seminar but due to 
" an lable circumstances, the seminar was cancelled. 
(ii) 5 Tub ue officer Working at Ministry of Foreign Affairs, since last three years, was posted to the 
" 2. istan's mission in Geneva from 1 August 2012 to 30 June 2013. 
(ii) ii deer is partnership firm and provides consultancy services in 
ingdom (UK). The management and control of its affairs is situated 


Pakistan as well as United 
partly in UK and partly in 


Pakistan. 
(iv) DUE a Nigerian football coach, came to Pakistan on 28 February 2013. He left the country on 31 August 
i en) 
.4 (b) September 2013) 
Question-18 DEA 
One of your clients Ingalab Limited wants to change its accounting year. 
Required: 
Write a brief note to the Finance Manager of the company explaining the requirements of Income Tax Ordinance, 
200 1 as regards the following: 
@ Change in tax year. (3) 
(ii) Determination of tax year and the date of filing of return in case the accounting year-end is changed from 
June to December. (Note for students: It is a concept of Chapter 15] 6) 
(Q.5 (b) September 2013) 
Question-19 
died on 5 February 2013.The approximate worth 


Ahmed is responsible for managing the property of his uncle who 
of the property is Rs. 7 million. In August 2013, a notice was received from income tax department in the name of 


his uncle requiring details of his income for the tax year 2012 along with demand for payment of tax in respect of 
previous year amounting to Rs. 8.5 million. 


Required: 

Advise Ahmed as regards the following: 

(a) Extent of Ahmed's liability in respect of the income earned by his uncle before 5 February 2013. 

(b) His obligations relating to the tax assessment proceedings pending/arising against his uncle (5 
(Q.6 September 2013) 

Question-20 

Under the provisions of the Income Tax Ordinance, 2001 explain the following: 

(a) Special tax year (03) 

(b) Transitional tax year (03) 

(c) Order of application of various tax credits while computing the tax liability of the taxpayer (03) 

(d) General provisions/rules which may apply to income subject to final tax. (06) 

(Q.3 March 2016) 
Question-21 
The Income Tax Department initiating a proceeding against Mobeen, issued a demand note requiring him to pay the 


outstanding amount of his tax liability for tax year 20 15 along with default surcharge. However, before settlement of 


his tax liability, Mobeen died in a car accident. 


Required: 


Under the provisions of the Income Tax Ordinance, 2001: 


be able to recover the amount of tax after Mobeen’s death and what 


@ describe whether tax authorities would 
would be the extent of such recovery. (03) 
(ii) comment on the status of the proceedings initiated against Mobeen. (02) 
(Q.3 (a) September 2016) 


Question-22 
Mr. Danishwar, a renowned author, completed his book on “Humen Behaviour” in two and a half years. He received 
00,000 in May 2016 on account of royalty. 


a lump sum amount of Rs. 9 
Discuss the taxability of Rs. 900,000 received by Mr. Darishwar. 


Under tie provisions of the Income Tax Ordinance, 2001, state the situations where expenditure is required to be 
(03) 


apportioned for the purpose of claiming a deduction. 


aK a = DENEN 


(Q.4 (a) September 2017) 


Pe 


Scanned with CamScanner 


a 


Chapter 4: Basic Concepts of Income Tax 


` Question-24 wx m 
Under the provisions of Income Tax Ordinance, 2001 and rules made thereunder discuss the residential status fo, 
2017 in each of the following. situations: heres ; 2 "m. 
» On 21 September 2016 Asif proceeded to Dubai to join his new job. Due e Eus 20 issues via 
his employer in Dubai, he resigned on 1 May 2017 and came back to Pakistan. y 2017 he Bota 
new job in Pakistan which he continued till 30 June 2017. (02) 


(ii) Sami Associates is an association of persons and provides accountng lis p On 2 January 
2017, the entire management and control of its affairs was shifted from Ra : (03) 
5 (Q.2 (a) September 2017) 

Question-25 


On 1 December 20X7 Bruce Lee was appointed by a Chinese company as à Technical Director for Pakistan, He has 
provided you the following details: 


15 December 20X7 
20 December 20X7 
21-30 March 20X8 


Visit to northern areas of Pakistan for personal trip 
In view of the provisions of the Income tax Ordinance, 
* residential status of Bruce Lee for the tax year 20X8. 


4-9 June 20X8 
2001 and related Rules thereunder, comment on the 


(03) 
(Q.3 (c) March 2018) 


Question-26 


Kaleem Limited (KL) is a listed company and its accounting year ends on 30 June. KL is now considering to change 

its accounting year from 30 June to 30 September. 

Under the provisions of the Income Tax Ordinance, 2001: 

(a) briefly describe normal , special and transitional tax year. (06) 

(b) state the requirements regarding change in tax year from normal to special. (02) 

(c) state the tax year corresponding to the income year ended 30 September 20X8 and the due date for filing the 
return of income. [Note for students: It is a concept of Chapter 15] (02) 


(Q.2 September 2018) 
Question-27 


Abid is the legal representative of his grandfather since his death on 10 July 20X7 and manages his estate worth Rs 
28 million. On 22 January 20X9, he received a notice from the Income Tax Department requiring him to make 
payment of Rs. 0.8 million against his grandfather's income for the tax year 20X7. The notice also required him to 
submit details of his grandfather's income for the tax year 20X8. 


Required: 

Advise Abid about his obligations relating to the tax assessment proceedings pending/arising against his grandfather 
(05) 
ch 2019) 

Question-28 (Q.4 (c) Marc 


Jean Francois, a French designer, often vi 


sits to Pakistan for promotion of his ring his last visit he 
products. During his last vis! 
stayed in Pakistan from 10 July 20X8 to 25 February 20X9. Determine the residential status of Jean Fra 


tax year 20X9, assuming that tlie Coi E 

ced mmissioner has granted him permission to use calendar year as special 1x 

(02) 

Question-29 X . (Q.3 (a) September 2019) 
General provisions; i i 

ral provisions/rules which may apply to income subject to Final Tax Regime. (00) 


(Q.4 (b) September 2019) 


Question-30 


Briefly explain the provisio) 
fly explair ns of the Income T; i i 
EA PAA E a oft e Tax Ordinance, 2001 and Rules made th: i ar 
2 tax credits if a taxpayer is allowed more than one tax. ae d er o 
(Q.4(b) Gi March 20” 


aon oo eco Td 
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ICAP PAST PAPER SOLUTIONS 


Answer-l 
Total income [S.10] 
The total income of - T dn em ae 
Person's income under all heads of income for the year; ar 4 . ; 
bd person's income exempt from tax under any of the provisions of this Ordinance. 


Following are the heads:— [S.11] 
a) Salary; 

b) Income from property 

c) Income from Business; - 

d) Capital Gains; and 

€) Income from Other Sources. 


Difference in case of resident and non-resident [S.11(5)] 


ing i ount amounts that are 
The income of a resident person under a head of income shall be computed by taking into acci 


Pakistan-source income and amounts that are foreign-source income. 


ing i int only amounts 
The income of a non-resident person under a head of income shall be computed by taking into accoui y 


that are Pakistan-source income. 


Answer-2 
3) S. 69 


b) 8.71 


Answer-3 
8.67 


Answer-4 
a) S. 68 
b) S. 66 


Answer-5 
) 8.67 
) S. 74 (3),(5) 


Answer-6 
S. 87 


oS 


iwer-7 
a) i) S. 74 (3),(5) 
ii) The TY will be Special TY 2009 and the due date for 
2009. 
b) i) If a person is an employee or official of the Federal Government or 


that how many days he is present in Pakistan. [S.82(c)] 

Therefore, Asif being employee of Balochistan Govern 
ii) An association of persons shall be a resident ass 

management of the affairs of the association is 


r filing the return of income is December 31, 


a Provincial Government 
ividual irrespective of the fact 


vernment will be considered as resident. 
ociation of persons for a tax year if the control and 


Situated wholly or partly in Pakistan at any time i 
the year. [S.84] are 


As the management and control of affairs of 
and partly in Pakistan therefore it is resident. 
Answer-g 
y Mr. Zia being legal representative of his father 


(deceased individual) sh; ll be 1 
a) any tax that 27's father would have bi Janb: 


ecome liable for if he had not died; and 
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Messrs, Akhtar Abbas &Co. is situated Partly in UAE 


fable for — [8.87] 


PN a oe 
Concepts of Incom Tax 


i "s estate. N 5 
e income of his te father’s estate is capable of meeting 
icl S 


able in respect of thi R 


b) mE limited to the extent to W’ 
:abilitv of Mr. Zia shall be limi . ^s estate. 
dte The tabi shall be the first charge on his father’s BEL. 
" z the purpose of this Ordinance, — (S.873)] ainst Zia’s father before his had Teated ag 
ii) a ps proceeding taken under this Ordinance ag him from the stage at whic e Proceeding 
a, P 


i inst 
taken against Mr. Zia and may be continued agai 


stood on the date of Zia’s father’s death; and rdinance against Zia's father if he x 


under this O! 


b) any proceeding which could have been taken 
survived may be taken against Mr. Zia 
Answer-9 
S. 83, 84 
Answer-10 would have been payable by his uncle, ir 


i is li r hich : 
entative, Mr. Hyder is liable for any tax, W! Ense value of hi ^ 

3 d a SU However such liability is limited to the extent of Rs. 10 million i.e is deceased 
uncle's estate. [S.87(1),(2)] i f 
Any proceeding taken- against his uncle shall be continued aed i 
stood on the date of his uncle's date. Further, any proceeding whic! S878)l 
deceased if he had survived may be taken against the legal representative. [S- 

b) Section 67 


Mr. Hyder from the stage at which it 
could have been taken against the 


Answer-11 y 

i) ‘An individual shall be a resident individual for a tax year if the individual is an employee or official of the 
Federal Government or a Provincial Government posted abroad in the tax year. Therefore Mr. Shah is a 
resident for TY 2011 irrespective of number of days he is present in Pakistan, [S.82(c)] 

ii) An association of persons shall be a resident association of persons for a tax year if the control and 
management of the affairs of the association is situated wholly or partly in Pakistan at any time in the year. 
RO F UE was partly in Pakistan for 1 month in TY 2011 therefore Asif learning Centre is resident 

iii) An individual shall be a resident individual for a tax year if the individual is present in Pakistan for a period 
of, or periods amounting in aggregate to, 183 days or more in the tax year. Therefore he is not resident for 
D ree = number of days he is present in Pakistan from 1 March 2011 to 30 June 2011 are less 

iv) A company shall be a resident company for a tax 
company is situated wholly in Pakistan at any tii 
resident company.[S.83] 

swer-12 
i) Refer the chapter 
ii) Refer the chapter 


year if the control and management of the affairs of the 
me in the year. Therefore Farooq Trading Company is 


Answer-13 
S. 82, 83 


Answer-14 
Deleted 


mal 


jint 
Person has shown a comp? 


mpose.[S.74(5)] 


oner may i 
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Answer-17 
i) Mr. Ramiz will be considered as non-resident as his stay in Pakistan is less than 183 days in Pakistan, 
Number of days he is present in Pakistan is calculated as follows: 
July 1, 2012 — December 24, 2012 BE 
June 20, 2013 — June 24, 2013 3 
Total eens 
ii) An employee or official of the Federal Government or a Provincial Government posted abroad in the tax 


year will be considered as resident irrespective of number of days he is present in Pakistan. Therefore, Mr. 
Khalil working for Government will be considered as resident. [S.82(c)] 

iii) An association of persons shall be a resident association of persons for a tax year if the control and 
management of the affairs of the association is situated wholly or partly in Pakistan at any time in the year. 
As management of the affairs of Ali Associates situated partly in Pakistan, therefore it will be considered as 
resident association. [S.84] 


iv) Mr. Smith will be considered as non-resident:as his stay in Pakistan is less than 183 days in Pakistan, 
Number of days he is present in Pakistan is calculated as follows: 
[February 28, 2013 — June 30, 2013 ] 123] 


i) A person may apply, in writing, to the Commissioner to allow him to use a 12 months’ period, other than 
normal tax year, as special tax year and the Commissioner may, by an order, allow him to use such special tax 
year. The order will be passed by the Commissioner if the condition mentioned below is fulfilled. [S.74(3)] 

A person using a special tax year, may apply in writing, to the Commissioner to allow him to use normal tax 
year and the Commissioner may, by an order, allow him to use normal tax year. The order will be passed by the 
Commissioner if the condition mentioned below is fulfilled. [S.74(4)] 

The Commissioner shall grant the permission to change the tax year: 

* from normal to special or 

* special to normal 

only if the person has shown a compelling need. The permission shall be subject to such conditions as the 
Commissioner may impose. [S.74(5)] 

ii) Where a person is allowed, to use a 12 months’ period different from normal tax year, such period shall be that 
person's tax year (hereinafter referred to as ‘special tax year’) and shall, be denoted by the calendar year 
relevant to normal tax year in which the closing date of the special tax year falls, [S.74(2)] 

The return will be filed on or before September 30" next following the end of the tax year, [S.118(3)] 
swer- 

Same as Answer-10 (a) 


ns ms 
(a) As per S,74, Where a person is allowed, to use a 12 months’ period different from normal tax year, such 
period shall be that person's tax year (hereinafter referred to as *special tax year’) and shall, be denoted b 
the calendar year relevant to normal tax year in which the closing date of the special tax year falls, 4 
(b) As per S.74(9), Where the tax year of person changes, the period between: ; 
* the end of the last tax year prior to change and 
* the date on which the changed tax year commences 
i shall be treated as a separate tax year, to be known as the “transitional tax year”, 
c i i " 
) dde M aa a taxpayer is allowed more than one tax credit for a tax year, credits shall be applied 
5 foreign tax credit (allowed under section 103); then 
« tax credit allowed on charitable donations, tax credit for investment in shares and insurance, tax 
an on contribution to approved pension fund and tax credit on profit on debt (u/s 61-64); and 
€. tax credit for advance tax paid and tax deducted, 
(d) Following are the characteristics of final tax regime: 
(a) This income shall not be chargeable under any head of income; 
(b) no deduction shall be allowable for any expense incurred; ` 
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e income shall not be reduced by 

Ds (i) any deductible allowance ( Zakat etc.); or 

(ii) the set off of any loss; F 

(d) the tax deducted shall not be reduced by any tax credit; 5 4 

(e) the liability of a person shall be discharged if tax has been deducted. 
(f) the person will be required to furnish a return of income 


Answer-21 
i Deceased individual andae 2 
Yes tax authorities would be able to recover the amount of outstanding liability from legal representative of 


Mobeen. 

The legal representative of a Mobeen shall be liable for $ 
i. any tax that the Mobeen would have become liable if he had not died; and 
ii. any tax payable in respect of the income of the Mobeen’s estate. 

The liability of a legal representative shall be limited to the extent of Mobeen's e: 

the first charge on the Mobeen's estate. 


ii, Comment 
Any proceeding taken against Mobeen before his death shall be assumed as 


legal representative. The proceeding will be continued against the legal represen 
they were at the time of death. 


state. Such liability shall be 


having been taken against the 
tative from the stage at which 


Answer-22 
Section 89 of ITO 2001 states that where the time taken by an author of a literary or artistic work to complete the 


work exceeds twenty-four months, the author may elect to treat any lump sum amount received by the author ina 
tax year on account of royalties in respect of the work as having been received in that tax year and the preceding two 
tax years in equal proportions. 

Therefore, Mr. Danishwar can spread the amount of Rs. 900,000 over the period of three years in equal proportions 
i.e. Rs. 300,000 each starting from tax year 2016 to preceding two tax years 2015 and 2014. 


Answer-23 
S. 67 
Answer-24 
i) ‘An individual shall be a resident individual for a tax year, if the individual is present in Pakistan for a period of 
or periods amounting in aggregate to 183 days or more in a tax year. As Mr. Asif stayed in Pakistan for just 144 
days (as calculate below) so he will be considered as non-resident individual for tax year 2017. 
Month Days 
31 
31 
21 
31 
20i] 
l 144 
ii) An association of persons shall be a resident association of persons for a tax year if the control and 


management of the affairs of the association is situated wholly or partly in Pakistan at any time in the Y m 
As management of the affairs of Sami Associates were situated partly in Pakistan before 2 January. ? ; d 
therefore it will be considered as resident AOP irrespective of the fact that its entire management ^ 
control of affairs was subsequently shifted from Karachi to Dubai. [S.84] 
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Answer-25 
An individual shall be a resident indivi n 
ent individual for a tax year if the individual is present in Pakistan for a period of, or 


periods amounting in aggregate to, 183 d 

zs EETCE, » ays or more in th x 
A pu day that an individual is present in Pakistan Tneldine tie 
from, Pakistan) counts as a whole day of such presence. (Rule 14 8) 


day of arrival in, and the day of departure 


Month No. of days 

December 17 

January 31 

February 2 

March a 

April 20 

May 31 

June 30 

Total 178 
individual. 


Since he was present in Pakistan for 178 days, therefore, he is not a resident 


Answer-26 
a) S. 74 (0. @) , (9) 
llow him to use 


to the Commissioner to a 
ioner may allow 


Change of tax year from normal to s ecial: 


b) 
. A person using a special tax year, may apply in writing, 
months’ period other than normal tax year as special tax year and the Commissi 
im. 
. The Commissioner shall grant the permission to change the tax year only if the person has shown 
a compelling need. The Commissioner may impose conditions while giving permission. 
c) Tax year corresponding to the income year ended 30 September 20X8 will be tax year 20X9 and due date 
of filing of return is 30 September 20X9. 
Answer-27 
. Any proceeding taken against the deceased (grandfather) before his death shall be assumed as having been 
he legal representative (Abid). The proceeding will be continued against the legal 
the time of death; and 


hich they were at 
n against the decease 


87] 


taken against t 
representative (Ai 
z any proceeding wh y be taken against the 
legal representative (Al 


bid) from the stage at wi 
ich could have been take d (grandfather) ma 


bid) of the deceased. [Sec. 


so his special tax year 20X9 will 
t person because his total stay in 
Therefore, Jean Francois is non- 


o use special tax year, 
John is a non-resident 
less than 183 days. 


ion to Jean Francois t 


er 20X8. As a result, 
0431) which is 


Answer-28 

The Commissioner has granted permiss 
be from 1 January 20X8 to 31 Decemb 
tax year 20X9 is 175 days (i.e. 2243143043 143 
resident person for tax year 20X9. 


Answer-29 
Refer Sec. 8 


Answer-30 
Same as Question 20 (c) 


—— ( 
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“Tndustrial undertaking 
*Fee for technical services 
Associates [Sec. 85] 
“private company" 
*public company" 
Accumulated profits 
“Dividend” 
“assessment” 
“assessment year” 
“charitable purpose” 
“electronic record” 
“income” 
“income year” 
“non-profit organization” 
“resident taxpayer” 
“non-resident taxpayer” 
“principal officer” 
“taxpayer” 
“Tax” 
“Board” 
“Royalty” 
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CHAPTER 5 
DEFINITIONS 


(29C) "Industrial undertaking" means — 
(a) An undertaking set up in Pakistan and which employs: 
i, 10 or more persons and involves the use of electrical em 
A mechanically transmitted and is not generated by human or ai 
ii. 20 or more persons and does not involve the use of electrical 
" mechanically transmitted and is not generated by human or anii 
iii. And is engaged in,- 

(i) — - the manufacture of goods or materials or 
» - the processing goods in a way which substantially changes their original condition; 
(i) ship-building; 
(iii) generation, conversion, transmission or distribution of electrical energy; or 


(iv) the working of any mine, oil-well or any other source of mineral deposits; 
nd other such structures (including the 


(aa) a person doing construction of buildings, roads, bridges a 
development of land), for import of plant ‘and machinery to be used (applicable from 1.5.20), 
(ab) a resident company engaged in the hotel business in Pakistan (applicable from 1.7.20); 
(c) telecommunication companies (operating under the license of Pakistan Telecommunication 


Authority (PTA)); 


ergy or any other energy which is 


nimal energy; or 
1 energy or any other energy which is 


mal energy and 


ical or lump sum, for. rendering of 


» means amount received whether period 
f technical or other personnel), but 


(23) “Fee for technical services 
ng the services o 


managerial, technical or consultancy services (includi 


does not include:- 
(a) Amount received for services rendered for a construction, assembly or like project; or 
(b) receipt which is chargeable under the head *Salary"; 

Associates [Sec. 85] 


(1) Two persons shall be associates where the relationship between the two is such that; 


e One is expected to act in accordance with the intentions of the other, or 

e Both are expected to act in accordance with the intentions of a third person. 
(2) Two persons shall not be associates solely because: 

e one person is an employee of the other or 


e both are employees of a third person. 
(3) Subject to sub- section (4), the following shall be treated as associates — 


(a) an individual and a relative of the individual; 
(b) members of an AOP; 
(c) a member of an AOP and the AOP, where the member, 


e either alone or 
e together with an associate or associates under another application of this section. 


controls 50% or more of the rights to income or capital of the association; 
(d) a trust and any person who benefits under the trust; 
(e) a shareholder in a company and the company, where the shareholder, 
e either alone or T 
e together with an associate or associates, 
controls either directly or through one or more interposed persons — 
(i) 50% or more of the voting power in the company, 
(ii) 50% or more of the rights to dividends; or 
(iii) 50% or more of the rights to capital; and 
(f) two companies, where a person, 
e either alone or 
e together with an 
controls either direct 


associate or associates, 
ly or through one or more interposed persons — 


(i) 50% or more of the voting power in both companies; 
(ii) 50% or more of the rights to dividends in both companies; or 


(iii) 50% or more of the rights to capital in both companies. 


a 


—€—— 
Fe ee amema ra aa 
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i Example 1 


(4) Relatives and members of an AO) 
Commissioner is sati: 


(5) In 
a) 


b) 


ABC Co. has the following shareholders: 
LM AOP 


M 
N 


Q 
R 


NA AOP and XYZ Co. 
`R and XYZ Co, 


are not associates, However 
iates because R shares more than 50% profits of NA AOP 
Further NA AOP and XYZ Co. are associates because NA AOP al 
50% shares in XYZ Co, 

Similarly R and XYZ Co. are associates because R alongwith an 
shares in XYZ Co. 


thi 
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~(45) “private company" means a company that is not a public company 


^4 “public company" means — inci: ernment; 
uo (a) a company in which at least 50% of the shares are held by the Federal or Provincial Gov 
(ab) 


" d 
e a company in which at least 50% of the shares are held by a foreign Government, XA B 
* a company in which at least 50% of the shares are held by foreign company 


foreign Government; 


Example p s 
China Government owns 100% shares of a foreign company X. Company X owns 70% share 


in Co. Q. Whether Co. Q will be considered as a public company? 
Solution s 
Yes, because Q company is a company in which 70% of the shares are held by foreign 
company X which is owned by a foreign Government (Government of China). 
(5) a company whose shares: NC d 
e were traded on a registered stock exchange in Pakistan at any time in the tax year anı 
* remains listed on that exchange at the end of year; or 
(d) a unit trust whose units are widely available to the public; 
Question 
Explain whether the following companies are public or private? J " 

l Sitara Chemical Limited (SCL) incorporated under Companies Act, 2017. It is a non-listed 
company. Ching Chonge Limited (CCL), a company incorporated in Japan, holds 6396 of shares 
in SCL, 84% of shares in CCL are held by Japanese government. 

2 MN Limited is a public company incorporated under Companies Act, 2017. The shares of MN 
limited were traded on Karachi Stock Exchange (KSE) from Ist October 2013 to 29 June 2014. 
On 29 June 2014 Company was delisted from KSE. ' 

3 Star Limited, a public company incorporated under Companies Act, 2017, is a unlisted company 
whose 50% shares are held by Federal Government, 

4 Moon Limited is a public unlisted company, whose 43% of shares are held by Provincial 
Government, 50% by UAE Government and 7% by Sun Limited. 

Answer 

1. A public company means a company in which not less than 50% percent of the shares are held by 
a foreign government, or a foreign company owned by a foreign government. CCL is not wholly 
owned by the Japanese government so Sitara Chemical Limited is not a public company. 

2. A company whose Shares were traded on a registered stock exchange in Pakistan at any time in 


3. A public company means a company in which not less than fifty percent of 
Federal Government or Provincial Government, So Star Li 


Hee is a public company because UAE Government holds 50% sh; 


"Lowe a 
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a 
(a) 
(b) 
(c) 


(19) “dividend” includes: 


(a) 


(b) 


(c) 
(d) 
(e) 


[0] 


Following payments will not be co} 


G) 


Gi) 
(iii) 


(iv) 


“Accumulated profits” for payment of 


dividend, include — a 
i em) 
allowance, deduction, or €X 
any reserve made up from any allow? pibe 
all profits of the company including incomes/gains ATi the 


all profits of the company including incomes/gains ofa trusi 


under this Ordinance; 
the date of distribution; and 
date of its liquidation; 


i ders, whether capitalised or not 
7 d profits to its shareho! : 
any of accumulated p! dig motori py the company: 


any distribution by a comp: X 
the release of assets (ine! 


if such distribution requires 
EXPLANATION x 
Ri s the release of assets including mon: 5 | 
Accumulated profits (Dividend) s 

Bank - = 2A 
any distribution by a company to its shareholders of debentures, whether with or without profit 


(interest), upto the extent of accumulated profits whether capitalised orn955  — — — — —— 1 
C x | 
rave NN the dividend and issued debentures in lieu of dividend. So, following entries 
shall be passed; D | 
Accumulated Profit (Dividend) E " 
Debentures payable (Loan payable) Cr. 
» Whether with or without profit. i.e. interest bearing or non interest bearin : 
any distribution by a company to its shareholders on its liquidation, upto the extent of accumulated 
profits whether capitalised or not; 
any distribution by a company to its shareholders on the reduction of capital, upto the extent of 
accumulated profits whether capitalised or not; 
the payment by a private company as defined in the Companies Act, 2017 or trust: 
e by way of advance or loan to a shareholder or 
e for the individual benefit of a shareholder, 
The payment should be from accumulated profits, 
In case loan/advance is repaid by shareholder, the tax on dividend will be refunded. 


If loan provider is: 
Private Company 


Public listed/unlisted Compan: 


Remittance (to h 
ce (to head office) of after tax profit of a branch ofa foreign company in Pakistan 


Implication on company - 
Company will deduct tax 

on dividend income 
No tax implication 


Treated as dividend income 
in the hands of share holder 


| 


A distribution on liqui nsidered as dividend: 


Shareholdzr ; idation or reduction of capital 


any dividend paid bya lved in. lending bus 

à divi com i rer iness 

38 a dividend (under sub-clause ( Which is set off against amount previ EE a treated 
Remittance (to head ause (e)); and t previously paid by it and tre? 
Production “reign office) of after tax profit by a brani i 
company. Y a branch of Petroleum Exploration ?"' 


poo ae 
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6) 
(5A) 
(11A) 


(19C) 


(29) 


(29A) 
(36) 


(53) 
(38) 
(44A) 


(66) 


(63) 
(8) 


MM M—— —— MÀ 
-r — 


— 


Example 
(a) Grey Enterprises Limited(GEL) is under the process of liquidation. The shareholders are 
paid Rs. 15/share (Rs. 10 being the par value and Rs. 5 as share of accumulated profits) 
on 31.07.20X6. Mr. A holds 20,000 shares in GEL. What amount is taxable in the hands 

of Mr. A as dividend under ITO, 2001? 

(b) House Pvt. Limited (HPL) is engaged in the busi 
commercial & residential property. HPL extended a loan 
amounting to Rs. 5 Million on 25.10.20X6. What amount is 
A as dividend under ITO, 2001? 

Y (c) Shepard. Petroleum (SP), incorporated in Seattl 
exploration and production of Oil around the g 
remitted Rs. 23 Million as Interim Profit after tax to its 
amount of tax that should be deducted by the branch as ‘tax on divi 
the profits? 
Answer 

(a) Rs. 100,000 (20,000 x 5) is taxable as dividend under ITO, 2001. 

(b) Rs. 5 million is taxable as dividend under ITO, 2001. 

(c) Nothing as it is a branch engaged in exploration and pro 


iness of purchasing/selling of 
to one of its shareholder, Mr. A, 
taxable in the hands of Mr. 


le USA, is engaged in the business of 
lobe. The Pakistani branch of SP has 
head office in Seattle. What is the 
idend’ while remitting 


duction of Oil. 


Se includes provisional assessment and amended assessment; 

a h ; 

assessment year" means assessment year as defined in the repealed Ordinance; 

“charitable purpose” includes relief of the poor, education, medical relief and the advancement of any 


other object of general public utility; 
f communications and transactions under this Ordinance, 


“electronic record” includes the contents o! 

including attachments, annexes, accounts, returns, notices, and any other associated information created, 
sent, forwarded, downloaded, read, or printed, by one or several electronic resources. 

“income” includes: 

any amount chargeable to tax under this Ordinance, 

any amount subject to collection or deduction of tax which is treated as final tax 

any amount treated as income under any provision of this Ordinance and 


any loss of income 

“income year” means income 

“non-profit organization” no 

(a) established for religious, € 
an amateur sport; 

(b) formed by or under a law as an 

(c) approved by the Commissioner 
the prescribed documents and 

(d) the person do not derive any benefit from the assets. 

“resident taxpayer" means à taxpayer who is a resident person; 

“non-resident taxpayer” means a taxpayer who is a non-resident person; 


“principal officer" with reference to a company or an association of persons includes — 
accountant or any similar officer; and 


year as defined in the repealed Ordinance. 
n-profit organization means any person other than an individual, which is 


ducational, charitable, welfare purposes for general public , or for promoting 


ion-profit organization; 


for specified period, on an appeal in prescribed form, accompanied by 


(a) ‘a director, a manager, secretary, agent, 
(b) any person connected with the management or administration of the company or an AOP on 
has served a notice treating him as the principal officer 


whom the Commissioner 


“taxpayer” means any person who d 
fa person who derives an amoun 


lerives an amount chargeable to tax, and includes: 
t chargeable to tax under this Ordinance; 


(a) any representative o: 
(b) any person who is required to deduct or collect tax; or 
(c) any person required to furnish a return of income or pay tax under this Ordinance; 
d under this law, and includes any penalty, fee or other charge or any sum or 


“Tax” means any tax impose 
amount leviable or payable under this law. 
“Board” means the Federal Board of Revenue. 
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(54) 


— Em. 


“Royalty” means any amount paid or payable, however described ot computed, whether Petiodical o, " 
lump sui, as consideration for - 
(a) the use of, or right to use any 

i. patent (right to use name), 

il. invention, 

iii. design or model, 

iv. secret formula Or process, 

V. trade mark or 


Vi. other like Property or right; 
the use of, or ri 


(b 


(c) the receipt of, or ri; 
i — visual images or 
ii. sounds, or 
iii. both, 


(d) 


of any 
rsonne]" 


managerial, technical or consultancy services including the 
Services of technical or other pe: q 


Royalty: 


“Consideration for SUPPLY of any technical, industrial, commercial or Scientific knowledge, 
experience or skilj” 


There is a transfer 9f knowledge in Toyalty in contrast with fe i i ich i 
e for t 
actual rendering of services, echnical services which involves 


(e) the use of or right to usi 


: ommercia] or scientifi i 

s 3 HR c 1C equipment 

(f) =) p Ay 2 Aquen s "si and su Sidiary to any pro erty or right as mentioned in 
came K 5 furnished as a means of en; 

(g) th 
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Chapter 5: Definitions 
ICAP PAST PAPER QUESTIONS 
Question-1 


6 Rose Company Ltd. has a paid up capital of Rs.5,000,000 consisting 500,000 shares of Rs.10 each. On ee ie 
company’s balance sheet shows accumulated profits of Rs.1,500,000. The company has to be liquidated. The oS 
liquidator realized Rs.6,500,000 and distribution among the shareholders was made at the rate of Rs.13 per share. 
Shewani Group owns 200,000 shares in the company. 


i i is divi i r answer. (4) 
How much of the amount received by Shewani Group is dividend? Please explain yout (Q.1(b)September 2002) 


Question-2 

Define the following with reference to the Income Tax Ordinance, 2001? 

(a) Fee for technical setvices 6) 

b) Non-profit organization o 

(c) Income (3) 

(d) Taxpayer Q) 

(Q.1September 2004) 

Question-3 n 

Identify the situations in which two companies shall be considered to be associates within the meaning of the 

Income Tax Ordinance 2001. (6) 
(Q.5 (a) September 2007) 

Question-4 

Certain types of payments by a private company to their shareholders can be treated as "dividend" under the Income 

Tax Ordinance, 2001. State the conditions necessary for the application of this rule and the exceptions to it. (5) 

(Q.4 (b) March 2008) 

Question-5 

State the circumstances when two companies shall be considered as associates, under the Income Tax Ordinance, 

2001. (4) 
(Q.5 (b) September 2008) 

Question-6 


A company engaged in manufacturing activities has decided to provide loan to one of its shareholders. Explain the 
tax implication on the company as well as the shareholder if the Company; 


(i) is registered under the Companies Act, 2017 as a private limited company. 

(ii) is an unlisted public company. (6) 
(Q.2 (a) September 2009 

Question-7 i i 


Tamba Pakistan (Pvt.) Limited is engaged in the manufacture of pharmaceutical products. Its board of directors has 
approved a 3-year loan to one of its major shareholders. 

Required: 

Explain the tax implications of the above transaction on the company as well as the shareholder, 


(4) 
(Q.5 (a) March 2012) 
Under the Income Tax Ordinance 2001, where a person is reasonabl: i i 
Under i ly expected to act in accordan: 
Intentions of another person, both persons are considered as associates, ae 
Required: 
9 Explain the term “person” in the above context, A 
(ii) State the circumstances in which a company and its shareholder shall be considered as associates. p 
Question: (Q.6 (b) March 2012) 
i! i *Pubhi ^ and ‘Pri ^ withi 
entiate between ‘Public company’ and ‘Private company’ within the meaning of Income Tax Ordinance, 2001 
(5) 
Question- (Q.5 (a) September 2013) 
' the provisions of Income Tax Ordinance, 2001: 


Explain the te 
Tm "Associates". State the circumstances und i i 
Kim um. es under which a shareholder in à company and the company 


(5 
(Q.2 b) March 2014) 
= 
eee, 
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: ‘dividend’. Expl; A 
Question-11 ents made by a private limited company to its shareholders can be aS b. A Xplain the 
pai Po aie of Income Tax Ordinance, 2001, Also identify the exceptions 


(7 
(Q.7 March 2014) 
p i i situation: 
ROMS dns the provisions of Income Tax Ordinance, 2001 in respect of the following 


ABC (Private) Limited has decided to provide a loan of Rs. 5 million to one of its shareholders, for the Purchase of, 
house. 


(4) 
(Q.2 (b) September 2014) 
Question-13 


Under the provisions of the Income Tax Ord 


inance, 2001 describe the following: : 

(i) meaning of the term ‘Associates’, E 2 
(ii) circumstances in which a member of an association of persons and the association may be regarded as E 

associates, 1 2 

iii ituation in whi iati tes, " 
ciation of persons may not be regarded as associa! Q) 
(iii) Situation in which members of an asso p Co Seriemba ad 

uestion-14 


On 25 August 20X8, the Officer of Inland Revenu 
deposit withholding i 


* 1,950,000 in respect of loan amounting to Rs. 13,000 i 
Ahmad, a shareholder of RFPL, by treating the amount of loan as dividend. The notice 
on 30 August 20X8, 


According to RFPL's records, the loan was given to Nadeem Ahmad on 25 May 20X7 when accumulated profit of 
the company was Rs, 12,000,000. 


In the light of the provisions of the Income Tax Ordinance, 2001 explain whether you agree with the notice issued to 
RFPL by the Officer of Inland Revenue. 


(03) 
(Q.4 (a) September 2018) 
Question-15 


any 


public company and a private compai 

Income Tax Ordinance, 2001, 
(b) Certain 
Income 
exceptions to such rule, 


ny, within the meaning of 
types of payments by a private c 
Tax Ordinance, 2 


(04) 
'ompany to its shareholders can be tre 
001. State th 


ated as ‘dividend’ under the 
cation of this rule and the 
(05) 

(Q.5 March 2019) 

Explain Industrial Undertaking as Specified in the Income Tax Ordinance, 2001. 


€ conditions necessary for the appli 


(8 
(Q.4 (b) September 2011) 


Dr. Jamal is planning to i " y 
Required; Eo establish a hospital 85 a non-profit organization, 
Di: th iti 

Scuss the conditions that Should be complied with by Dr, Jamal, under the Income Tax Ordinance, 2001. (03) 


(Q.1(b) March 202!) 


A ee 
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ICAP PAST PAPER SOLUTIONS 
: Few of the questions are not answered below. 
wi 
Any distribution made to the shareholders of a company on its liquidation, to the extent to which the distribution is 
from the accumulated profits of the company whether capitalised or not is treated as dividend. 
Therefore Rs. 3 x 200,000 = 600,000 will be treated as dividend in the hands of Shewani Group. 
Rs. 3 is calculated as (1,500,000/500,000) 


No! 


Answer-3 
S. 85(3) (D 


Answer-4 
The payment made (from accumulated profits) by a private company as defined in the Companies Act, 2017 of any 


amount (whether it is a part of the assets of the company or trust, or otherwise) 
b by way of advance or loan to a shareholder 

. for the individual benefit of a shareholder 

shall be treated as dividend under the Income Tax Ordinance, 2001. 


Exception 

Following payments will not be considered as dividend: 

(i) any advance/loan by a company involved in lending business; 

(ii) any dividend paid by a company which is set off against amount previously paid by it and treated as a 


dividend, 


Answer-6 
i If the company is private limited company. 


Tax implications on shareholders 
te limited company by way of loan to its shareholder for 


The term dividend includes any payment by a priva! 
the individual benefit of shareholder to the extent of accumulated profits. Accordingly, amount received by 
the shareholder shall be construed as dividend in the hands of the shareholder and taxable under the 


provisions of the 1TO-2001. 
E vata di 
Being a private company, it is responsible to deduct withholding tax on the payment of dividend at the rates 


specified in the First Schedule. 
ii, If the company is an unlisted public company, the payment made to the shareholders will not be construed 
as dividend. So no tax implication on the company or the shareholder. 


Answer-7 
i int h l 4 " 
The payment made by a private company as defined in the Companies Act, 2017 of any amount by way of advance 
vidend. 


or loan to a shareholder shall be considered as di 
Therefore the amount received by shareholder will be treated as dividend income in his hands. 
shall deduct tax from the gross amount of the dividend paid at the rate of 15% of 


Every person paying a dividend 
fore company is required to deduct tax @ 15% of gross amount of dividend. 


gross amount of dividend. There 


Answer-8 

i) Refer Chapter-4 
ii) S. 85(3)(e) 
Answer-9 

Refer definitions. 


o 


i 
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hat Xpected to 
` | 
‘wo ‘persons s e ASSOCI: where the relationship between the two is such that one is expe: 

person: hall be associates P pect 


accordance with the intentions of the other, or both are exp! 


erson. 
And S. 85(3) (e) 


Exper act in 
i with the intentions Of a q 

n accordance s 
ected to act 1 


d 


Aem by way of advance or log 
The paym yap mpany i ies Act, 2017 or trust b 
nswer-11 3 ` efined in the Companies Act, ^ BOR The payment at 
omen “A ae ndividual a of a shareholder shall be considered as I 
shareholder or for the i 
from accumulated profits. 


I toa 
uld be 


i i ividend: 
ing payments will not be considered as divi l : : ; 
bo ay Son, by a company involved in lending business; 


i id by it and treated ag , 

dividend paid by a company which is set off against amount previously paid by ated as a 

(ii) any dividen: 
dividend. 


Answer-12 


The payment by a private company as defined in the Companies Act, 2017 CODO iioi D loan toa 

shareholder or for the individual benefit of a shareholder, The payment shoul e coo ME 

Therefore it is considered as dividend in the hands of shareholder and company is requ’ 

of 15% on the gross amount of dividend. 

Answer-13 

i. Associates ; 

Two persons shall be associates where the relationship between the two is such that: 
* One is expected to act in accor 


dance with the intentions of the. other, or 
* Both are expected to act in ac 


cordance with the intentions of a third person. 
ii. A member of an AOP and the AOP, where the member, 
e either alone or 
* together with an associate or associates under ani 
the ri; 


other application of this 
ghts to income or capital of the association 
iii. Members of an AOP shall 


accordance with the intenti 


Section controls 50% or more of 


not be associates where Commissioner is satisfied that no One is expected to act in 
ions of the other. 


Answer-14 
"Dividend" includes the ayment by a private compan as defined in the C i 
ompani: : 
. by way of advance or loan to a shareholder or DEED a 
. for the individual benefit of a shareholder, 
The payment should be from accumulated profits, 
Considering the above 
dividend. However, hi 


ete anes tz tax officer is correct to the extent of treating the loan payment 
iz i ree ay 
accumulated profit was Rs, 12 milli ing the entire amount of Rs.13 million as dividend because the amount 


5 of 
On on that date, Therefore, only Rs.12 million can be treated as dividend. 


as 


wer- 


a) S. 2 (45), 
«i .2 (45), (47) 


pany as define, 
. fi ance or loan to a shareholder or cee eee E 
A or the individua] benefit ofa shareholder. 
n ren Should ; rom accumulated Profits, 
"s d ii Will not Considered ag dividend 
(ii) = dividend ad by & company involved in lending business; 
asa dividend, 2 PORE ids 


: T 
S Set ef against amount Previously paid by it and treat? 


x 62 
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TAX CREDITS 


1. Charitable Donations [Sec.61] 

2. Tax credit for Investment in shares and insurance [Sec.62] 

3. Tax credit for investment in health insurance [Sec.62A] 

4. Contribution to approved pension fund [Sec.63] 

5. Deductible allowance for Profit on debt [Sec. 60C] 

6. Deductible allowance for educational expenses [Sec. 60D] 

7. Tax credit for certain persons [Sec 65F] 

8. Tax credit for specified industrial undertakings [Sec 65G] 

9. Tax credit for point of sale machine [Sec 64D] 

10. Miscellaneous provisions relating to tax credits [Sec. 65] 

11. Full Time Teacher Allowance 

12. Foreign tax credit [Sec. 103] 

13. Small and Medium Enterprises [Sec 2(59A) read with 14TH Schedule] 
14, Women Enterprise and its taxation [Clause 19 Part III of Second Schedule] 


Scanned with CamScanner 


Chapter 6: Tax Credits 


CHAPTER 6 


TAX CREDITS 


ical 


Nature 


| Limits = C is the 
lower of 


Other considerations 


Description _ 


| Formula 


= The fair market value of 


61 


Charitable 
Donations 


A person shall be entitled to 
a tax credit for a tax year for 
amount paid or property 
given as a donation, 
voluntary contribution or 
subscription to: 


(a) any board of education 
or any university in Pakistan 
established by, or under, a 
Federal or a Provincial law; 
(b) any educational 
institution, hospital or relief 
fund established in Pakistan 
by Federal, Provincial or a 
Local Government; or 

(c) any non-profit 
organization or any persons 
eligible for tax credit under 
section 100C; and 

(d) entities, organizations 
and funds mentioned in 13th 
Schedule of the Ordinance. 


(a) the amount of 
the donations in 
the year, 
including the fair 
market value of 
property given 


(b) where the 
person is — 

(i) an individual 
or AOP, 30% of 
taxable income 
(ii) a company, 
20% of taxable 
income 


(A/B)x C 


If amount or 
property is 
donated by 
associate C shall 
be in the case of — 
(i) an individual 
or AOP, 15% of 
taxable income 
(ii) a company, 
10% of taxable 


income. 


property shall be 
determined at the time it is 
given. 

- Cash paid will only 
qualify for tax credit if 
amount is paid by a 
crossed cheque. 


"A" is the amount of tax payable for the tax year before allow: 


ance of any tax credit. 


"B" is the person's taxable income for the tax year 


2 <= 
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TRT i Other considerations 
ipti Formula | Limits =C is the 
S. Nature Description or kweri dd 
A resident person other (a) oae MERE 
hall be acquiring 1 
ned Wi : as credit for shares, or sukuks | (a) a tax credit has been 
e ear either: or the contribution | allowed for shares 
ax y d or premium paid usen ES 
T ] by the person (b) the person has made 
Blast cred ro pub P. Biss of the shares 
by a public company (b) 20% of the within 24 months of date 
listed on a stock taxable income or | of acquisition, 
exchange in Pakistan. 
The UR should be (c) Rs. 2,000,000 the tax for the tax year in 
original allottee of the which shares were 
shares, or disposed of shall be - 
if it has acquired shares increased by the credit 
from Privatization allowed. [Ex. — 5] 
Commission of Pakistan; 
Ti di Further where — 
"die i ii) on cost of acquiring ^ 
Investment | SUkuks offered to public a) a tax credit has been 
62 in shares | bY à public company (A/B)x C allowed for life insurance 
Md listed on a stock premium paid and 
insurance | eXchange in Pakistan, b) the insurance policy is 
The person should be surrendered within 2 years 
ene allottee of the of its acquisition, 
sukuks 
idi 4 E the tax credit allowed shall 
iii) in respect of cost o; be deemed to have been 
uS T atax is wrongly allowed and the 
dinis d We * Commissioner shall re- 
and traded Meis 2 compute the tax payable by 
exchange in Pakistan; or the tax payer for the 
i relevant tax year. 
iv) for life insurance 
premium paid to a life 
insurance company 
registered by SECP if he 
is deriving income from 
salary or business, 
62A | Taxcredit | A resident person other 
for than a company shall be ®© me tofa] 
investment. | entitled to a tax credit for contribution or 
inhealth | a tax year for health premium paid in 
insurance | insurance premium or the tax year; 
contribution paid to 
insurance m lad (b) 5% ofthe 
registered by SECP j fihe taxable income; 
person i; deriving and 
income from salary or 
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il rofit on debt [Sec. 60C] 3 
hearse ‘hal be Sni to a deductible allowance for profit or share in rent and share in 
appreciation for value of house paid in the year on a loan received from a: CM 
e scheduled bank or 
* nonbanking finance institution or 
* Government or 
* the Local Government or 
* the Provincial Government or 
* statutory body or " 
© public company listed on a registered stock exchange in Pakistan 
The loan should be used for: 
* the construction of a new house or 
* the acquisition of a house. 
(2) The allowance allowed shall be lower of: 
(a) profit paid by the person in the year 
(b) 50% of taxable income or 
(c) Rs. 2,000,000. 
(3) An allowance which is not able to be deducted shall not be carried forward to a subsequent year. 


Note: If employer provides employee a loan for the construction of a new house or the acquisition of a house and 


employer falls under the categories mentioned in S. 60 C (1) the employee can claim a deductible allowance under 
this section. 


Example: 


Mr. Asim is an employee of ABC, a listed company. He obtained a loan of Rs. 1,600,000 from employer on 
February 1, 2013 for constructing new house. The interest charged by employer on this loan is 6% per annum. He 
has provided you following details regarding his salary income per month for TY 2013. 


Basic Sal: I 50,000 | 
House rent allowance 30,000 | 
Calculate taxable income. 
Answer: 
Income from Salary 
Basic Salary (50,000 x 12) 600,000 
House rent allowance (30,000 x 12) 360,000 
Interest benefit on loan (1,600,000 x (1096-696) x 5/12) 26,667 
Total Income 986,667 
Less: Deductible allowance u/s 60C (lower of :) 
- profit paid by employee (1,600,000 x 6% x 5/12) * — 40,000 | 
- 50% of 986,667 = 493,334 
- 2,000,000 (40,000). 
|. Taxable Income 946,667 


Deductible allowance for educational expenses [Sec. 60D] 


(1) Every individual is entitled to a deductible allowance for tuition fee paid if the taxable income of individual is 
less than Rs. 1,500,000. 


(2) The allowance allowed shall be lower of: 
(a) 5% of the total tuition fee paid by the individual in the year; 
(b) 25% per cent of the person's taxable income for the year; and 
(c) an amount computed by multiplying Rs. 60,000 with nuraber of children of individual. 
(3) An allowance which is not able to be deducted shall nst be ied forward to a subszquent year. 


(4) Allowance shall be allowed to either of the parents on furnishing national tax number (NTN) or name of the 
educational institution. 


(5) The allowance shall not be considered for calculating tax deduction under the head salary. 


" WERT Pd 
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Tax credit for certain persons [Sec 65F| 
a) Following taxpayers shall be allowed 100% tax credit (i i "n ü k 
3 e ax t (including minimum tax and final taxes) upon 
fulfillment of certain conditions/limitations: t aa : P 
B5 JUR engaged in coal mining projects in Sindh supplying coal to power generation proje 
Gi B p artup (as defined in Clause (62A) of Section 2) which is certified by the Pakistan Software 
J Au Board. Credit will be allowed in the year of startup and for the following two years; 
(ii) ersons deriving income from exports of computer software or IT services or IT enabled services 
up to the period ending on 30 June 2025 if 80% of the export proceeds are brought into Pakistan in 
foreign exchange through normal banking channel, 


cts; 


(2) Following are the conditions: 
(i) Annual return of income has been filed. 
(ii) Mire ena: tax statements for relevant tax year have been filed, if person is withholding agent; 
ani 
(iii) onu sales tax returns for the tax periods (corresponding to the relevant tax year) have been 
iled. 


Tax credit for specified industrial undertakings [Sec 65G] 


(1) A tax credit of 25% of eligible investment amount is ai 
It will be allowed against normal tax payable (including minimum tax and final t 


of tax credit may be carried forward to 2 subsequent tax years. 
(2) “Eligible investment” means any investment made in the purc! 
buildings, equipment, hardware and software except self-created softwar 
(3) “Eligible person” means: 


(a) Green field industrial undertaking engaged in: 
(i) the manufacture of goods or materials or putting goods or materials to any process which 


substantially changes their original condition or 
(ii) Ship building 
ncorporated between 30 June 2019 and 30 June 


The credit will be allowed only if undertaking is i 
2024 and is not formed by splitting up or reconstitution of undertaking already in existence. 


(b) Industrial undertaking set up by the 30th day of June 2023 and engaged in the manufacture of 
plant, machinery, equipment and items with dedicated use (no multiple use) for generation of 
renewable energy from sources like solar and wind for a period of 5 years beginning from the date 


such industrial undertaking is set up. 


Greenfield industrial undertaking” means- 


(a) anew industrial undertaking which is: 
(i) setup on land that is not previously used for any commercial, industrial or manufacturing activity 


(and is free from constraints imposed by any prior work); 


(ii) built without demolishing, revamping, renovating, upgrading, 
existing structure or plant; 
reconstitution of an undertaking already in existence 


(iii) not formed by the splitting up or 
(iv) using any process or technology that has not earlier been used in Pakistan and is approved by 
the Engineering Development Board; and 


(b) approved by the Commissioner 
This definition is applicable from July 1, 2019 and onwards, 


llowed to eligible persons in the year of investment. 
axes). Unadjusted amount 


hase and installation of new machinery, 
e and used capital goods. 


remodeling or modifying any 


Tax credit for point of sale machine [Sec 64D] 

(1) All Tier 1 retailers are required to integrate with Board's Point of Sale online real time reporting system. A 
tax credit for POS machines will be allowed to them. 

(2) The tax credit will be allowed for the tax year in which the point of sale machine is installed, integrated and 


configured with the FBR's computerized system, at the lower of: 
i, amount actually invested in purchase of point of sale machine; or 


x i Rs. 150,000/ machine. 
(3) ‘Point of sale machine’ is a machine made for processing and recording the sale transactions for goods or 


services, either in cash or through credit and debit cards or online payments (in an internet enabled 


environment). 


MT ——————————————————— 
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Miscellaneous provisions relating to tax credits [Sec. 65] 


Tax credit allowed from section 61-63 shall not be refunded, carried forward to a subsequent tax year, < 
back to a preceding tax year. 


I 
Full Time Teacher Allowance 
The tax payable by: 
> a full time teacher or a researcher 
> who is employed in a non-profit education or research institution duly recognized by: 
o Higher Education Commission, 
o aBoard of Education or 
© a University recognized by the Higher Education Commission, 
including government research institution, shall be reduced by 25% of tax payable on his “INCOME 
SALARY", 
This clause shall not apply to teachers of medical profession who derive income from private medi 
practice or who receive share of consideration received from patients. 
Note for students: 25% reduction will always be calculated using salaried case Table. (i.e. Table 2 in CH-4) 


Mr. B is a fulltime teacher of a recognised university. Following data relates to incomes earned by him during the 
tax year 2013, 

Annual taxable salary income 660,000 
Capital gains 100,000 
Age on 1" July, 2012 is 58 years. 

Required: Calculate tax liability for the tax year 2013. 


Solution 

Taxable income from salary 660,000 
Capital Gain 100,000 
Taxable income 760,000 
Tax liability [(760,000 — 600,000) = 160,000 x 5%) (Table 2) 8,000 
Tax reduction on salary [(660,000 — 600,000) = 60,000 x 5%] x 25% (750) 


Tax payable to Government 7250. 


2. Foreign tax credit |Sec. 103] 
(1) Where a resident taxpayer derives taxable foreign source income on which foreign income tax is paid, a ta) 
credit will be allowed at lower of — 
(a) the foreign income tax paid; or 
(b) the Pakistan tax payable in respect of the income, 
"foreign income tax" includes a foreign withholding tax À 
(2) The Pakistan tax shall be calculated by multiplying the average rate of Pakistan income tax to the net forie? 
source income. 
“average rate of Pakistan income tax" is the % that Pakistani income tax is of the taxable income for the yee" 
“net foreign-source income" means the total chargeable foreign-source income less deductions allowed "^ 
relate exclusively and can reasonably be allocated to the derivation of the foreign-source income. : 
(3) Where a taxpayer has foreign income under more than one head, calculation for each head of income shel! ™ 
ly made. [See Example-2 below] 
(4) For above provision, speculation business shall be treated as a separate head of income. 
(5) Following is the order for tax credits: 
(a) foreign tax credit (allowed under section 103); then 


(b) tax credit allowed on charitable donations, tax credit for investment in shares and insurance, ‘2% 5^ 
for Jpsestesntón Mesi lnscrtuco and itx cadit cu contribution 4 approved pension fund (ws 
63); and 

(c) tax credit for advance tax paid (u/s 147). 
[See Example-3 below] 


p 
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(6) The foreign tax credit shall not be: 
e refunded, 
e carried back to the preceding tax year, or 
e carried forward to the following tax year. 7 
(7) A credit shall be allowed only if the foreign income tax is paid within 2 years after the end of the tax year in 
which the foreign income was derived, 
Practically speaking foreign tax credit will be allowed in the year in which foreign source income was earned 
and if it is not paid within the above mentioned time the credit will be added back in the tax liability. 


Example 
Mr. Umer has earned income from property in Canada on which he has paid foreign income tax. What is the tax 
treatment? 
Answer 
He will be allowed a tax credit at lower of 
- Foreign tax paid 
- the Pakistan tax payable in res, ect of the income. 
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5 ises 
Small and Medium Enterprise: BT o. 
Definition- Small and medium ene" ise i in a tax > 25 A 
Ee T turing and his business turnover mall and medium enterprise in the tax yea; 
soc pente pane Re 230: million, it shall not qualify as s 5 s 

ds Rs. 250 n " 

If annual turnover excee d 
which it exceeds or any subsequent tax yea 
Definition- Manufacturer 
“Manufacturer” means a person who. 
(i) any process in which an artic 


[Sec 2(59A) read with 14TH Schedule] 


à d in production or manufacturing of goods, which includes-; 
ho is dens or in combination with other articles, material, components, is either 
hi Ae oa or product is so changed, transferred, or reshaped that it becomes 
converted into another dl: 


cal i istinctly; or 

ing put to use differently or distinctly; [ 
(ii) a n Loeb mixing, cutting or preparation of goods In any other manner 
ii 5 


—_ ee Enterprise Scheme would be effective from TY 2021 and onwards. 


a saa vost enterprise shall be required to be registered with FBR on IRIS portal or it may register itself with 
Small and Medium Enterprises Development Authority (on its SME registration portal). 


2. Categories and tax rates - Taxation under Normal Tax Regime 


The rate of tax on the taxable income of a small and medium enterprise is as follows: 
- 
Turnover | Tax rate | 
| 
| 
| 


Where annual business turnover does not exceed Rs. 100 million 7.596 
Where annual business turnover exceed Rs. 100 million but does not exceed Rs. 250 15% 
million 
SMEs opting NTR may be selected for audit through risk based parametric comp 
However it will be selected only if tax to turnover ratio is below: 

* 0.25% (where turnover is less than PKR 100 million) or 

* 0.5% (where turnover is more than 100 million but less than PKR 250 million) 


duce cases to be selected here for audit would not exceed 5% of total population of such SMEs, 

ote: 

ii Piu provided with an option be taxed under FTR. If option is not exercised, the income would be taxable 
under NTR; 


uter balloting (under S.214C). 


Provisi f Ordi, 


n b 5 LA of the Ordinance (including tax withholding) would be applicable on SME 
er this scheme applicable on traders and service Providers- It is a licabl : ly and 
does not apply on traders/service providers etc. a app dpcturer only 


Women Enterprise and its taxation [Clause 19 Part III of Second Schedule] 
Defint 


Woman enterprise means a Start-up established on or after first 
* sole proprietorship concern owned by a woman or 
* an AOP all of whose members are women or 

* company whose 100% shareholding is held or owned by women 


Section 113 will not apply on SMEs. 
inan 


day of July 2021 as; 


m 
Tax Payable by woraen enterprise on profits and gai ha nefit w 
5 m n n n i j 
available to business that is formed by the Sanat or eon shall be reduced by 2595. his bei it illn E" 


tution or splitting up of an existing business. 
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Example-1 
Mr. Ubaid has disclosed the following information 
Income from business p 
Income from capital gain 
Donation to non-profit organization 


Zakat 
Solution 


Income from business 

Income from capital gain 

Total Income 

Less Zakat 

Taxable income 

Tax liability {10,000 + (10% x 18,100)} (Table 1) 

Less: Tax credit u/s 61 (11,810/618,100 x 30,000) 
(Cis lower of; 30,000 or 30% of 618,100) 


le-2 
Following data relates to net incomes earned by Mr. Umer Ali during tax year 2013 


Foreign source income from business 
Foreign tax on income from business 
Foreign source income from other sources 
Foreign tax on income from other sources 
Pakistan source income from business 
Pakistan source income from salary 
Required: Compute the tax liability? 


Solution 
Pakistan source income 


- Salary income 
- Business income 
Foreign source income 
- Income from other source 
- Business income 
Taxable income 
ion of tax liabili 
Tax liability {70,000 + (15% x 450,000)} (Table 1) 
Less: Foreign tax credit on income from business: 
Lower of: 
8) Pakistan average rate of tax ( 137,500/1,650,000 x 100,000) 8,333 
b) Foreign income tax paid 10,000 


Less: Foreign tax credit on income from other sources: 

Lower of: 

a) Pakistan average rate of tax (137,500/1,650,000 x 250,000) 20,833 
b) Foreign income tax paid : 80,000 
Payable to Government 


le- 
Mr. Atif has disclosed the following information for TY 2010. 
Income from business — Pakistan 
Income from business — Ethiopia 
Income from capital gain — Pakistan 


900,000 


11,237 
——— 


1,650,000 


700,000 
200,000 

30,000 
281,900 


700,000 
200,000 


281,900 
618,100 
11,810 
(573) 


Rupees 
100,000 
10,000 
250,000 
80,000 
700,000 
600,000 


600,000 
700,000 


250,000 
100,000 


137,500 


(8,333) 


€ 


(20,833) 
108,334 


400,000 
500,000 
350,000 
450,000 


L Income from capital gain — China 


ER ——————————— 


Pe 
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Foreign taxes paid on: 


- Business (Ethiopia) 40,009 
- Capital gain (China) em 250,009 
Charitable Donation made to approved non-profit organization 10,009 
Investment made in new shares of a listed company 15,009 
Required: Calculate tax liability? 
Solution 
Income from business — Pakistan 400,009 
Income from business — Ethiopia 500,009 
- Income from capital gain — Pakistan 350,009 
Income from capital gain — China — 450,009 
Tax liability (70,000 + (15% x 500,000)} (Table 1) 145,000 
Less: Tax credit on foreign source income: 
- Business income j (W-1) (40,000) 
- Capital Gain income (W-2) — (38,382 2) 
66,618 
Less: Tax credit u/s 61 (66,618/1,700,000 x 10,000) (392) 
(C is lower of; 10,000 or 30% of 1,700,000) | 
Less: Tax credit u/s 62 (66,618/1,700,000 x 15,000) (588) 
(C is lower of: 15,000 or 20% of 1,700,000 or 2,000,000) = 
Tax payable to Government 65,638 
(W-1) 
Tax Credit on foreign source business income 
Lower of: 
Actual foreign income tax paid 40,000 
Average rate (145,000/1,700,000 x 500,000) 42,647 40,000 
(W-2) 
Tax Credit on foreign source capital gain income 
Lower of: 
Actual foreign income tax paid 250,000 
Average rate (145,000/1,700,000 x 450,000) 38,382 38,382 
Example-4 


Mr. Yasir has disclosed total income of Rs, 2,200,000 for TY 2013 and paid Zakat of Rs. 200,000. He has further 

disclosed the following:- 

- He has made donation of Rs, 50,000 to non 

- He purchased shares of a new company list: 
These were purchased on 13-7-2012. 

- He contributed Rs. 70,000 in an approved pension fund. 


- He paid interest on house loan amounting to Rs. 120,000. 
Required; 


Calculate tax liability for TY 201 3? 


-profit organization through cross cheque, T 
ed on a registered SE (Stock Exchange) in Pakistan for Rs. 90.00 


Total income 2,200. m 
Less: Zakat (200.002 
~2,000,00" 


Less: Deductible allowance on profit on debt 20,000) 
Lower of: 120,000 + 50% of 2,000,000 or 2,000,000 EET 
Taxable income 


-880,000 
Tax liability {70,000 + (15% x 680,000)} (Table 1) 4 


MESES. c — 
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Less Tax credit 
ws 61 (W-1) (4,574) 
u/s 62 (W-2) (8234) 
u/s 63 (W-3) (6,404 
(19,212 


Payable to Government 152,788 


Workings 
1. u/s6l 
A/B x C = 172,000/1,880,000 x 50,000 = 4,574 


C is lower of (50,000 or 30% of 1,880,000) 

2. u/s 62 

A/B x C = 172,000/1,880,000 x 90,000 = 8,234 

C is lower of (90,000 or 20% of 1,880,000 or 2,000,000) 
3, u/s 63 

A/B x C = 172,000/1,880,000 x 70,000 = 6,404 

C is lower of (70,000 or 20% of 1,880,000) 


Example-5 
Continuing from previous question Mr. Yasir has disclosed taxable income of Rs. 2,200,000 for TY 2014. 
3-6-2014, When these were 


He also informed that he has disposed of the shares purchased in TY 2013 on 1 
acquired a credit of Rs. 8,234 was allowed in TY 2013. 


Required: 
Calculate tax liability for TY 2014? 


Solution 
Taxable income 2,200,000 
Tax liability (70,000 + (15% x 1,000,000)} (Table 1) 220,000 
Add: Credit disallowed 8,234 
Payable to government 228,234 


Example-6 

Mr. Anzah has disclosed taxable income of Rs. 1,800,000 for TY 2017. He also informed you that he joined the 
pension fund at the age of 43 years in TY 2017 by paying Rs. 490,000 as contribution. 
His taxable income for TY 2016 is Rs. 900,000. 


= 2696 of taxable income of current year 
= 1,800,000 x 26% = 468,000 


Required: 

Calculate his tax liability. 

Solution 
Taxable income 1,800,000 
Tax liability (70,000 + (15% x 600,000)} (Table 1) 160,000 
Less; Tax credit u/s 63 (W-1) (24,000) 
Tax payable 136,000 
(W-1) 
AIB x C = 160,000/1,800,000 x 270,000 = 24,000 
Cis lower of 
* 490,000 


= 30% of taxable income of previous year 
L__ = 900,000 x 30% = 270,000 


Scanned with CamScanner 


ICAP P. 
ing institutio 
: ilion i h to the following ? I 
outers intends to donate illion E lur 13 Schedule to the Income 2 rue E 
nt i education in rural ta 
; eee te King for the promotion o! 
ms T ity of Mr. Hamza. 
E lai A nome he sov donation n the tax liability E 
Explain the 
derived an income of Rs. 1,500,000 fr 
eign country 


ident person, i i 
eo 5 m his business Im a for 


During c year 200 Yahya, à P000 fro 
jurin; A , y ountr 
Palin HUE uno nce oe nting to USS 10 500. Compute the tax liability 
income tax to taX authorities of that county, "d g , j 
the tax year 2007. Note: US$ 1 = Pak Rupees Eo 
Mr Zulgamain intends to make donations to certain charitable institutions. You are required to à 


) would entitle him for tax credit. 
(8(Q.5 


following: 
i) The types of institutions to whom the donation(s 
ii) The method of ‘calculation of tax credit 
estion-4 
s a property abroad. During the year, he received rent am 
d there is no tax 


Mr, Bukhari is a resident person and own: 
million from that property. The tax on rental income has 


Pakistan and the country in which the property is situated. 
Explain the tax treatment of rental income received by Mr. Bukhari in Pakistan. 


been duly paid abroad an: 


Question-5 
State the provisions of Income Tax Ordinance, 2001 pertaining to foreign tax credit available to a resi 
ovis (6) (Q.2 (b) September 2009), (Q.3 (c) Se 

f Rs. 10 million to certain educational and welfare institutions. 


Mr. Qamar pini to donate an amount o 
capacity as his tax consultant, explain the tax relief which may be available in respect of such don 
or 


conditions he must fulfill to avail such relief. 
(Q.2M 


Mr. Faisal is a resident tax) 
} k payer and has been idi 
PEO a providing consultant i 
Rok emn him that under the Income Tax Ordinance, DO besos i vn quium cliens 
SA ae * os on his foreign source income, à eA redit agains 
ae. e provisions of the Income Tax Ordinance, 2001 pertaining to fc 

g to foreign tax credit availab 


Mr. Ashraf made the followi 

(à) — Rs following donations duri : 

©) a in cash to a relief fund Sih income year 2015-2016: 
car to an institution approved as e by the Government, _ 


Differentiate 
between 
deductible 
all r 
owances and admissible ded (Q.2 (c) September 
luctions. Give th 
ree exam; 
ples of each 


(Q.3(b) Sep. 2" 


prez 
SG ENS a es 


ICAP PAST PAPER SOLUTIONS 


cae an institution wh ; 
a uat be Tm) emus is listed in the 13" Schedule and to a non-profit organization 
emm a tax credit in respect of any sum paid in the tax year as à donation to any non-profit 


Donation should be through cross cheque. 
The amount of Mr. Hamza's tax credit allowe 


formula, namely:- 
(A/B)*C 


d for the tax year shall be computed according to the following 


A is the amount of tax assessed to him for the tax year before allowance of any tax credit 
B „is the taxable income for the tax year; and 
€ is the lesser of — 

(A) the total amount of donations 

(B) thirty percent of taxable income of the person for the year 
}famount or property is donated by an associate C shall be 15% of taxable income. 
Answer-2 
Income from business — Pakistan source 1,500,000 
Income from business — Foreign source (30,000 x 60) 1,800,000 
Taxable Income 3,300,000 
Tax liability {370,000 + (25% x 300,000)} (Table 1) 445,000 
Less: Foreign tax credit, Lower oft 
- Actual Foreign tax paid (10,500 x 60) 630,000 
- Pakistani tax payable in respect of FSI (445,000/3,300,000 x 1,800,000) 242,727 (242,727 

202,273 
Answer-3 
Mr, Zulgarnain shall be entitled to a tax credit in respect of any sum paid in the tax year as a donation to:[S.61] 
blished under a Federal or a Provincial law; 


any university in Pakistan estal 


(0) Any board of education or 
hospital or relief fund establis 


(ii) Any educational institution 
a Provincial Government or a local authority; or 

(iii) any non-profit organization or any persons eligible for tax credit under section 100C; and 

(iv) entities, organizations and funds mentioned in 13th Schedule of the Ordinance. 


s tax credit allowed for the tax year shall be computed according to the following 


hed to run in Pakistan by Federal Government or 


The amount of Mr. Zulgarnain’ 
formula, namely:- 
(A/B)* C 


A is the amount of tax assessed to him for the tax year before allowance of any tax credit 


B is his taxable income for the tax year, and 
c is the lower of — 
(i) the total amount of donations 
me of the individual for the year 


(i) thirty per cent of the taxable inco 
If' amount or property is donated by an associate C shall be 15% of taxable income. 


The benefit of a cash donation shall be allowed only if it is paid by a crossed cheque. 


Answer-4 
Rental income earned by Mr. Bukhari is foreign source income. As he has paid the foreign tax so he will be allowed 
A credit in respect of foreign tax paid. [S.1 03] 
4 credit will be calculated as lower of: 
i Income tax paid abroad; and 
Pakistan tax payable on foreign-sourced income. 


Scanned with CamScanner 


Chapter 6: Tax Credits 


Answer-5 


Same as Answer-7 
Answer-6 


, : E 01 1 
Donation specified u/s 61 of Income Tax Ordinance, 20 Py En 
Mr. Oamar shall be entitled to a tax credit in respect of any sum paid in the tax ya on UN : 
(i) Any board of education or any university in Pakistan established under s E eon 
(ii) Any educational institution hospital or relief fund established to run in Pakistan y 
a Provincial Government or a local authority; or 1 . ' 
(iii) any non-profit organization or any persons eligible for tax credit under Section 100C; and 
(iv) entities, organizations and funds mentioned in 13th Schedule of the Ordinance. 


The amount of Mr. 
formula, namely:- 


aw; 
T™MMent or 


Qamar's tax credit allowed for the tax year shall be computed according to the following 


(A/B)xC 1 
A is the amount of tax assessed to him for the tax year before allowance of any tax credit 
B is his taxable income for the tax year; and 
c is the lesser of — 
(i) the total amount of donations 
Gi) 30 


% of the taxable income of the individual for the year 


If amount is donated by an associate C shall be 1596 of taxable income. 
The benefit of a cash donation 


shall be allowed only if it is paid by a crossed cheque. 
Answer-7 


S.103 


Answer-8 
Mr. Ashraf 


Sub: Tax credit for Donations u/s 61 of the Income Tax Ordinance 2001 
Dear Sir, 


We explain as under allowance for donation, whi 


€ total cost of Rs, 100,000. Donation to private hospital is not 
Ordinance, 2001 and tax credit on donations is only admissible 
"Profit organization. 


ate C shall be 15% of taxable income. 
Answer-9 a 
esi peto ed shieetions| expenses shall be allowed at lower of; 
lon fee pai, i i 
: hed Paid by the individual in the year which is Rs, 10,800 (Rs. 6,000 x 3 children x 1? 
n 25% i 

E E ee ae ene for the year which is Rs. 200,000 (Rs, 800,000 x 25%) 
$ EA cci - one 60,000 with the number of children of ind 

us the amount of deductible allo 


Uo occ CERE 
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m 
——————— 
Quesion-t vas working as a Marketing Head with Consumer Products Ltd (CPL) Private company at foli 
iT. Tanveer v 
emoluments: 
G) Basic Salary Rs.100,000 per month 
eae, K h 
ii Utility allowance Rs.40,000 per mont 1 . m 
Gi) a) A In addition to the above cash emoluments, he was provided with a Honda Civic car, exclusively 
for official use. The cost of car to the Company was Rs. 1,000,000. He got retired 9n March 3j. 
2021. As per company's policy, the car was sold to him during the year at the Woy of Rs 
200,000 whereas the FMV of the same at the time of sale was Rs.300,00 
b) i 


He was provided with furnished accommodation for which CPL Pakistan Ltd Paid a rent of 
c) On retirement he received Rs.300,000 from gratui! 


Rs.600,000 from un-appproved commutation of 
account in foreign country, 


d) Loan of Rs.700,000 was given to him on | August 2015 at 6% per annum It was repaid o 
retirement, 
e) During the year, 


Name of investee company ETE ig ased 
n 
Moon Limited - a listed compan | 15 Sep 2020 | 
Planet Limited - a listed company 


Zakat of Rs, 50,000 was Paid as per Zakat 


Tanveer acquired 1,500 shares 
Price of Rs,60 per 


ity scheme approved by 
Pension. Both payments 


Gain/(loss) on 
disposal (Rs,) 


D) 
8) 


& Usher Ordinance, 


of a listed company from Pri 
share on 15 January 2021. 


Required: 


lVatization Commission of Pakistan at a 
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CHAPTER 7 
INCOME FROM SALARY 


Definitions [Sec. 2] 

(20) "employee" means any individual engaged in employment; 

(21) *employer means any person who engages and remunerates an employee; 
(22) “employment” includes — 


(a) a directorship or other office involved in the management of a company; 
(b) a position which gives the employee a fixed or ascertainable remuneration; or 
(c) the holding or acting in any public office; 


a) Any remuneration paid to the directors for the purposes of rendering management services to the company will 
fall under the definition of employment. 

b) It includes a person which is remunerated on the basis of sales made by him. 
c) Public offices refers to MNAs and MPAs. 

Note: 

It’s important that master servant relationship exists between the person who is using the service and the person 
who is rendering the service. If it does not exist, it will not be treated as an employment, rather it will be 
considered as independent service rendered to the person who has hired him. 

Example 1 

The relationship between RISE School of accountancy and permanent faculty member is an employment 
relationship, while the relation between RISE School of accountancy and visiting faculty member is not an 
employment relationship. 

The remuneration paid to the permanent faculty member is fixed irrespective of number of lectures taught by him, 
while the remuneration paid to the visiting faculty member varies with the number of lectures taught by him. 
Example 2 

ABC company is in the business of repairing computers. The company has engaged Mr. Aslam on a monthly salary 
of Rs. 30,000 and his job is to repair the computers of the company. One of the computers was damaged badly due 
to some mishandling. The company called Mr. Babar from Hafeez centre who charged the company Rs. 200/ hour 
for three hours worked by him. 

The relationship between ABC company and Mr. Aslam is an employment relationship, while the relationship 
between ABC company and Mr. Babar is not an employment relationship because he is providing services in an 


independent capacity. EJ 


Salary [Sec. 12] 
(1) Any salary received by an employee (other than exempt salary), shall be chargeable under the head “Salary”. 


Salary is taxable on receipt basis and not on accrual basis. 


Example 

Mr. Syed Aamir Ali is working as CFO in a company. He joined the company on August 1, 2010. In TY 2011 his 
salary per month was Rs. 30,000 and in TY 2012 his salary per month was Rs. 40,000. As per the policy the 
company pays salary to the employee on the 2" day after the end of each month. Calculate his salary income for 


TY 2011 and 2012 on the basis of available information. 
Answer 


Salary Income for TY 2011 
(10 months x Rs 30,000/month) = Rs. 300,000 
receipt is in the month of September) 


T 12 
(1 months x Rs 30,000/month +11 month x Rs 40,000/ month) = Rs. 470,000 
is in the month of July (TY 2012) which represents June 2011 salary) 


to be received 

on shall be treated as having received an amount, benefit, or perquisite if it is — 
received by the person; 

ed on behalf of the person, at the instruction of the person or under any law; or 
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i the person, [Sec 69]. 
c) Made available to the ived the salary in cash. 


b Applied on behat behalf $ o 

) Employer deducts Rs. 2. 000 per month from employee's salary and deposits the same amount in 4 
roviden! maintai a on behalf of the empto, 'ee. 
provi t fund ained on b half of ploy: 


; i ; Rs. 10,000 as clu 
Asie pam Ts a employee in a company: He has instructed to pay oo 
Mr. Sheikh 18 

membership fee 


Under any law : monthly salary of Rs. 40,000. He has made 
Me anja is wording as an employee in company Be Re 25,000.The Court passed an order to the 


H unting - d 

default in the payment of property tax ANON rel same amount in Government treasury 

25,000 from his salary and depos S ED 

rap eedem follow the instructions, the employee will be treated to haye received the 
salary. 


ilable to the person T ; EL. 
z prom tn handed over the cheque to the employee. Employer has provided to employee the 


benefit in kind instead of cash. ee! 
ü Chairs given to an employee instead of salary (benefit in kind). 

in the month of June 2008 PTCL recorded salary payable in its financial records of an emp loyee Mr. Shafqat 
The salary will be paid in the month of July 2008. Is the salary will be assumed as received in June 20087 
Conclusion 

No sum is received in June 2008. 


| 
| 
| 
| 
| 


(2) Salary received by an employee from any employment, whether of a revenue or capital nature, including — 


Capital receipts 


An example of capital receipt is golden hand shake receipt at the time of retirement. 
a) any pay, wages or remuneration provided to an employee, including leave pay, payment in lieu of leave, 
overtime, bonus, commission, fees, gratuity or work condition supplements (such as for unpleasant or 


dangerous working conditions): 
Gratuity 


It will be discussed in upcoming paras, 

Work condition supplements 

A is working in a company which produces some medicines. During the process of manufacturing some 

can evaporates which is dangerous for the health of employees. In compensation for working in such 
gerous conditions company pays Rs 2,000 per month to employee. It will be Salary income of Mr. A. 


b) any perquisite 


Perquisites will be discussed in section 13. 
c) any allowance provided by an employer includin; 
ene or travel allowance, excluding allow: 
xplanation: Any allowance solely expended in the 
vance solely performance of employee's duty d i : 
1. allowance which is paid in monthly salary on fixed basis or PENA S yer. c! 


employer; necessarily or actually spent on behalf of the 
d) an expense of an employee that i 


forming official duties: S paid or reimbursed by the employer, 


other than reimbursements for 


E TI iD (dy: 
* Asa simple rule all 
cash allowances and rei 

> RE the ex; iru duties are taxable "T s enis —* 
bs penses incurred necessarily to meet the official duty are not chargeable to tax. 

- Bilal is working as j ; 

"s an i 
Fa hod cd See n heec in a beverages company. He has provided you with lowing 
Deamely Der annum axable income, — mii 
allowance per an; 

House rent allowance per A E 


E e area A E 
-— = — 
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During the year he was sent by the company to Nepal for the purpose of some training. Travelling and 
lodging cost of Rs. 300,000 was reimbursed by the company. a 

During the year he also bought some magazines due to his interest in cricket. The company reimbursed 

Rs. 3,000 against this on production of actual bills. During the year the company has also paid his home 

moms expense amounting to Rs. 10,000. You are required to calculate his taxable income. 
olution 


Basic salary 240,000 
Dearness allowance 48,000 
House rent allowance 72,000 | . 
Reimbursement for magazines 3,000 
Insurance expense of home 10,000 
Taxable Income 373,000 


€) the amount of any profits in lieu of, or in addition to, salary including any amount received — 
i) by a person for agreeing to enter into an employment relationship; - 
ii) by a person for agreeing to any conditions of employment or any changes to those conditions; 
iii) on termination of employment, including compensation for redundancy or loss of employment and 
golden handshake payments; N 
iv) from a provident or other fund, if it is not a repayment of contribution by the employee [It will be 
discussed at the end of this document]; and 
v) by a person for agreeing to a restrictive covenant for any past, present or prospective employment; 
Example (e): 
Mr.Arif is a CFO of Multi Billion(MBL) Ltd., which is a leading commercial bank. A new 
company, Pak Japan Ltd. (PJL) has recently established with the strategy. of acquiring top 
executives from the market. PJL has approached Mr. Arif to work as a CFO. PJL offers him a 
handsome salary along with following benefits: 
> Rs. 200,000 for agreeing to enter into contract of employment with PJL and leaving MBL 
[example of (i)] 
> Rs. 1,200,000 for condition that Mr. Arif will not enter into contract with any other 
company for a period of 5 years. [example of (v)] 
> Other terms: 

- During the term of employment, Mr. Arif will not be posted abroad. If Mr. Arif is posted 
abroad, he will be paid compensation. [example of (ii)] 

- If due to recession, PJL intends to layoff the employees, each employee will have an 
option to continue employment or opt voluntary retirement in consideration of some 
termination benefit. [example of (iii)] 

LAII such amounts shall be taxable under the head “Income from Salary" 
f) any pension, annuity and 

E) Any amount chargeable u/s 14. 

(3) Tax free salary to employee 


Where an employer agrees to pay tax on employee's salary, the employee's salary income shall be grossed 
by 


the tax payable by employer. 
Note: Requirement in all questions is to calculate the tax liability. al 
jon-1 ! 
Mr. A provided following: 
pe Salary 340,000/m 
louse Rent allowance 130,000/m 


Tax on salary is to be borne by employer. 
r: Income from Salary 


Basic Salary ( 
(340,000 x 12) 4,080. 
House Rent allowance (130,000 x 12) 1.560000 
T ON 5,640,090 
W) 3 
Salary E. ( 1,038,359 
m. 6,678,359 


—d 


—— 
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[ Tax liability (Table2) (670,000 + 22.5% of 1,678,359) 1,047,631 
Less: Tax already paid by the employer (1,038,359) | 
Tax payable with return *9270- 
* (Ideally it should be Rs. 0 but we have stopped calculation at Step 3 so it is not zero.) 

Working: 
Stepl Salary Income 5,640,000 
Tax on above (Table 2) — (670,000 + 22.5% of 640,000) 814,000 
Step 2 Salary Income (5,640,000 + 814,000) 6,454,000 
Tax on above (Table 2) (670,000 + 22.5% of 1,454,000) 997,150 
Step 3 Salary Income (5,640,000 + 997,150) 6,637,150 
Tax on above (Table 2) (670,000 + 22.5% of 1,637,150) 1,038,359 
—_—_ 
Question-2 
Mr. A provided following: 
Basic Salary 340,000/m 
House Rent allowance 130,000/m 
Capital Gain 600,000 
Tax on salary is to be borne by employer. 
Answer 
Income from salary 
Basic Salary (340,000 x 12) 4,080,000 
House Rent allowance (130,000 x 12) 1,560,000 
5,640,000 
Add: Tax Benefit (W) 
Salary Income 
Income from Capital Gain 
Taxable Income 
Tax liability (Table 2) ^ (670,000 + 22.5% of 2,278,359) 
Less: Tax already paid by the employer 
Tax payable with return 
Working: 
Stepl Salary Income 5,640,000 
Tax on above (Table2) — (670,000 + 22.5% of 640,000) 814,000 
Step2 Salary Income (5,640,000 + 814,000) 6,454,000 
Tax on above (Table 2) — (670,000 + 22.5% of 1,454,000) 997,150 
Step3 Salary Income (5,640,000 + 997,150) 6,637,150 
Tax on above (Table 2) — (670,000 + 22.5% of 1,637,150) 1,038,359 
Question-3 
Mr. B provided following detail: 
Basic Salary 40,000/m 
House Rent allowance 30,000/m 
Tax of Rs. 500 will be borne by employer. 
Answer: 
Basic Salary 480,000 
House Rent allowance 360,000 . 
$4 0,000 
Add: Tax Benefit 500 . 
Tax able Income — $40,500 
12,025 - 
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(500) 


Less Tax paid by employer 
Tax payable with return 


Question-4 
Mr. A provided following data: 
Basic Salary 90,000/m 
House Rent allowance 60,000/m 
Bonus paid 200,000 
Employer will himself pay tax on employee salary. 
Answer 
Basic Salary (90,000 x 12) 1,080,000 
House Rent allowance (60,000 x 12) 720,000 
Bonus 200,000 
2,000,000 
Tax Benefit (W) 140,700 
Taxable Income 2,140,700 
Tax liability (Table 2) (90,000 + 15% x 340,700) 141,105 
Less: Tax already paid by employer (140,700 
405 
'orking: 
Stepl Salary Income 2,000,000 
Taxonabove(Table2) (90,000 + 15% x 200,000) 120,000 
Step2 Salary Income (2,000,000 + 120,000) 2,120,000 
Taxonabove(Table2) (90,000 + 15% x 320,000) 138,000 
Step3 Salary Income (2,000,000 + 138,000) 2,138,000 
Tax on above (Table 2) (90,000 + 15% x 338,000) 140,700 


(4) No deduction shall be allowed for an expense paid by an employee under the head “Salary”. 
(5) An amount shall be treated as received by an employee if it is paid: 

a) By the employee's employer, an associate of the employer, or a third party under an arrangement with 
the employer; 


b) bya past or prospective employer; or 
€) to the employee or an associate of the employee or a third party under an agreement with the 


employee. 

(6) An employee who has received an amount on termination of employment, including compensation for 
redundancy or loss of employment and golden handshake [as per S.12 (2) (e) (iii)] may, by notice to 
Commissioner, elect for the amount to be taxed at following rate;— 

A/B% 


A is the tax paid by the employee on the employee's taxable.income for 3 preceding tax years and 


B isthe employee's taxable income for 3 preceding tax years. 
above option can be exercised by due date of furnishing return of income. Commissioner may allow a 


iod. [S.12 (8 
If there is a loss, say in one of the 3 preceding tax years then we will take the average of remaining 2 


Scanned with CamScanner 


Chapter 7: Income from Salary : =! ; 


T AC. — "mme RN 
Question 3 i mai 
Mr. Azhar is an employee of ABC company. He has provided you with the following details for 201 
His basic salary is Rs.40,000/month. Dearness allowance is Rs. 2,000/ month and house rent all. kenl ! 


Rs. 20,000/month. He retired on April 30, 2011. Golden Handshake payment received on r Ment 
amounted to Rs. 950,000 i : 
Details of preceding four tax years taxable income and tax liability is as follows. Calculate his. 
income and tax liability. E 


Tax Year Taxable Income ] 
2007 600,000 | 
2008 1,000,000 jl 
2009 800,000 | _ i 
2010 900,000 3 
Answer E 
Treating Golden hand shake receipt in normal way ; 

Basic salary (40,000 x10) ] 
Dearness allowance (2,000 x10) E 

House rent allowance (20,000 x10) 4 

Golden handshake E 


Taxable income 
Tax liability (Table 2) (30,000 + 10% x 370,000) 


Treating Golden hand shake receipt as a separate block 


Basic salary (40,000 x10) 10 
Dearness allowance (2,000 x10) 0 
House rent allowance (20,000 x10) 200,00 
Golden handshake 9 


Total income 
Less: Golden handshake separate block 
Taxable income — taxable under NTR 


Tax liability 
Tax liability on salary income other than golden hand shake (20,000 x 5%) 
Add: Tax on Golden hand shake (950,000 x (W) 4%) 


As the tax liability is lower in the case the golden shake is treated as a separate block, therefore this 
feasible for taxpayer. 


(Working) - 
Tax Year : | Taxable Income | Tax liability | 
2008 | 1,000,000 E: 
2009 | 800,000 4, 
2010 | 900,000 
2,700,000 
pens rate ( 108,000/2,700,000) 
(7) Where — 
a) any salary is paid to an employee in arrears; and 
b) because of this employee's income is charged at higher rate as compared to the rate that was ap! n 


and elect the rate applicable in the year in which he earned salary. 


The above option can be exercis ishi i issi L 
longer period [S.12 (8) ed by due date of furnishing return of income. Commissioner may allo 
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uestion 
Mr. Shoaib has disclosed the following information 
Salary / Month | TY 2009 TY 2010 
| 30,000 50,000 


Due to some disturbance in city the salary of 
payments were made on time, : 
You should assume the following slab rates; 


last 4 months of TY 2009 was given in TY 2010 and all other 


0 to 200,000 
200,001 — 400,000 vn 
400,001 — 650,000 Die 
650,001 — 900,000 6% 
Answer 
Option 1(On received basis) 
Y 2009 
Taxable Income (30,000 x 8) 240,000. 
Tax Liability 240,000 x 19 ERIS 
dem C 00 x 196) 2,400 
Taxable Income (30,000 x 4) + (50,000 x 12) 720,000 
> | Tax Liability (720,000 x 6%) 7 43,200 
Option 2(On accrual basis) 
Y 2009 
Taxable Income (30,000 x 12) 360,000 
Tax liability (360,000 x 1%) 3.600 
TY 2010 
Taxable Income (50,000 x 12) 600,000 
Tax liability (600,000 x 2%) 12,000 
Tax Payable: 
- Option 1 (2,400 + 43,200) 45,600 
- Option 2 (3,600 + 12,000) 15,600 


Therefore option 2 is feasible 


Value of perquisites [Sec. 13] 
(3) Rule 5-Income Tax Rules 2002 
Following will be added in the income if employer has provided employee a motor vehicle in a tax year: 

Partly for personal and | 5% of ] 
partly for official use (a) the cost to the employer for acquiring the motor vehicle; or 
(b) The fair market value of the motor vehicle at the commencement of the 


lease, if it is taken on lease. 


For personal use only 10% of 
(a) the cost to the employer for acquiring the motor vehicle; or 


(b) The fair market value of the motor vehicle at the commencement of the 
lease, if it is taken on lease. 


: 0% 
Running and maintenance benefit for car will be separately taxable. 


[Part of syllabus] 
> For above rule, “employee” includes a director of a company. 


Ifin the question itis mentioned that employee is paying anything to employer in respect of service availed then 
Will not be deducted because as per law only 10% or 5% is to be added as the case may be. 


a er 19 (September 2011) - 
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ion-] Car acquired through purchase (by the employer) : : p = 

Meat i ; t of Multi Tech Ltd. The company has provided him a car as a Bee E E Package 

The cost of the car purchased by company is Rs. 1,000,000. Compute the amount to be added in the Salary 

income if the car has been provided for personal use only. ’ 

Answer-1 

Amount to be added in salary income (10% x Rs. 1,000,000) 100,009 | 

Question-2 Car acquired on lease (by the employer) » 

Mr. Akif is a Miren of Multi URS The company has provided him a car as a part of his Salary Package, | 

The fair market value of the car is Rs. 1,200,000 at the inception of lease. Gross lease rentals Payable by the 

employer amounts to Rs. 22,000 per month for five years. Compute the amounts to be added in the salary 

income of Mr. Akif if: 
(a) The car has been provided for both official and personal use | 
(b) The car has been provided for personal use only. 

Answer-2 | 
(a) Amount to be added in salary income: (5% x Rs. 1,200,000) 60,000 
(b) Amount to be added in salary income: (10% x Rs. 1,200,000) 120,000 | 

Note: Answer-2 | 

Value (for the Purpose of Rule 5) on the basis of gross lease rentals is irrelevant i.e, Rs. 1,320,000 (22.000 per | 

month x 12 months x 5 years) is irre 


levant. We will use fair market value at the. inception of lease. 


keeper, driver, gardener or other domestic assistant are provided by an 
following shall be added in the salary income: 
lary paid by employer to person pro: 


(5) Where, the services of a housel 


employer to an employee, the 
- the sal 


viding service less amount paid by employee to employer. 
"services" includes the provision of any facili 


Question 


Basic Salary: 
Benefits: t E | 
Driver; (10,000 x 12) 
Gardener (7,000 x 12) on 
Housekeeper ((5,000-3,000) x 12) qu 
Taxable income from sal 

—3xa»te Income from s 


t 1,188,000 
(6) If utilities are Provided by an 


"A employer to an (paMga AR » P TA cet value 0f 
the utilities less amo s employee, the Salary” shall include the fair market valu 
“utilities” includes Pad by the employee to employer, à 


ides electricity, gas, water and telephone. 
Question 


m-odation to t 
noia] Deuy Of Rs, 2, per v iof 
OF utilities for Asfand’s accommoda; 
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Water — 100,000 
Electricity 200,000 
Gas : 30,000 
Basic salary per month is Rs. 50,000. Calculate taxable income. 
Answer d 
Basic salary (50,000 x 12) 600,000 
Cost incurred by employer(100,000 + 200,000 + 30,000) j 330,000 
Less: Paid by employee to employer (2,000 x12) , (24,000) _ 306,000 
Taxable income 906,000 
(7) Interest free/concessional loan 2 
Where a loan is provided by an employer to an employee the salary shall include- 
Scenario Amount to be added in salary income 
Where no profit (interest) on loan is | Interest on loan calculated at bench mark rate 
paid by an employee 
Where profit (interest) on loan paid by | The difference between the profit on loan paid by the employee 


and profit on loan computed at the benchmark rate 


employee is less than benchmark rate 
However nothing will be added in the salary income if: 
e the loan is upto Rs. 1,000,000. 
e the interest benefit is arising because employee has waived the interest to employer when employee had 
provided the loan to the employer. (for example as in case of provident fund sometimes) 
nterest free loan to the employer and in compensation 
free loan than nothing will be added in salary income of | 


]t means that if the employee has given an i 
employer also gives to the employee an interest 
employee irrespective of the fact that he is earning a benefit. 


“BENCHMARK RATE" MEANS -- 
(i) forthe tax year 2003, a rate of 5% per annum; and 
(ii) the rate for each coming year will be increased by 1%, but a cap will be placed at 10%, 


So rate for current and coming years is fix at 10%. 
| 


Question 
Mr. Aafaq is an employee of ABC company. Mr. Aafaq has availed a loan of Rs. 2,000,000 in tax year 2012. 
What amount shall be added into his income from salary on following alternate assumptions: 
(a). No profit on loan is payable to company by Mr. Aafaq 
(b). Profit is payable to company at 6% per annum 
(c). Profit is payable to company at 18% per annum 


(a) Amount to be added in salary income on account of profit on loan. 200,000. 
(Rs. 2,000,000 x 10%) 


account of profit on loan. 


(b) Amount to be added in salary income on 80,000 
[Rs. 2,000,000 x (10%-6%)] 


(c) Nothing will be added in his income. 


ned from employer for acquisition of any asset or property producing 
it will be assumed that employee has paid profit (interest) equal to the 


(8) Where employee uses a loan obtai 
income under any head of income, i 
benchmark rate. s 
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g Question 


Mr. Asim has obtained a loan of Rs. 1,600,000 from employer on February 1, 2013 for the Purpose 
purchasing a shop for his business. The interest charged by employer on this loan is 4% per annum, He e 
provided you following details regarding TY 2013. i 
Details regarding business income 

Revenue earned from business +200,000 
Expenses incurred = 300,009 
Details regarding salary income 

Basic salary per month 50,000 
Hose rent allowance per month 30,000 


Required: Calculate his taxable income? 


Answer 
Income from salary 


Basic Salary (50,000 x 12) 600,000 
House rent allowance (30,000 x 12) 360,000 
Interest benefit on loan (1,600,000 x (10%-4%) x 5/12) 40,000 | 1,000,000 | 


Income from business 
Revenue earned from business 


1,200,000 | 
Less: Expenses incurred (300,000) 
Less: Interest on loan calculated at 
benchmark rate (1,600,000 x 10% x 5/12) (66.667) 8333 


1,8 
arged by employer is higher than bench mark rate, than actual interest paid will 


Note: If in above case interest ch 


be allowed as expense. 


(9) Where an obligation of an employee towards employer is waived by the employer, it will be added in 

salary. 

Obligation of employees may the following: 
*  Loanreceived by an employee 


e — Goods or services purchased on credit by employee 


Question h 4 
Mr, Anjum was entitled to the following during the tax year 2010 from his employer E. 
Basic Salary for the tax year: Te | 
Education Allowance; 


ay | 
Mr. Anjum obtained loan from his employer in tax year 2005 amounting to Rs. 400,000 but was unable to D? 
till now. His employer has decided to waive the loan. 
Required: 
Compute the taxable income from salary of Mr. Anjum. | 
Answer 520,000 | 
Basic Salary for the tax year: 100,000 | 
Education Allowance: . 400,000 
Loan waived by the employer: 1,020.00 
Taxable income from salary : 


4 E d in sala 
(10) Where an obligation of an employee towards a third party is paid by the employer, it will be added ! n | 
) 
Question h BRR RS. 3800 | 
Suppose in above example, Mr. Park also obtained loan from a Bank in tax year 2005 UM as wel! 
but was unable to pay till present tax year. As a benefit, his employer has decided to pay 
Compute the taxable income from salary of Mr. Park for the tax year. Z 
A 
e 
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Answer 
Salary for the tax year: 520,000 
Education Allowance: 100,000 
Loan waived by the employer: 400,000 
Loan paid to the bank by the employer on Mr. Anjum’s behalf 380,000 
Taxable income from salary i 1,400,000 

salary shall 


(D mse a property is transferred or services are provided by an employer to an employee, 
include: 


Fair market value of property at the time of transfer less amount paid by employee to the employer. 
- Fair market value of service at the time it is provided less amount paid by employee to the employer. 


Question-1 
Employer of Mr. Ahsan agrees to provide pick and drop service from school to his home for his children. The 


monthly expenditure for the employer in this regard amounts to:Rs. 15,000. 
Rs. 180,000 (15,000 x 12 months) shall be added in the salary income of the Mr. Ahsan. 


Question-2 
Suppose Mr. Ahsan pays Rs. 2,000 per month on account of pick and drop service provided by the employer. 
Amount to be added in income from salary shall be computed as follows: 
mount paid by employer: * 180,000 
Less; Amount paid by Mr. Ahsan: (2,000 x 12 months) (24,000) 
Amount to be added in income from salary 156,000 
Question-3 
o its employee Mr, A on June 10, 2010 and its market value is 


XYZ company has gifted a plot of land t 
Rs. 500,000. This will be added in his salary i 


(12) Valuation of Accommodation [Rule 4 of Income Tax Rules, 2002] 
The value of accommodation provided by an employer to the employee shall be higher of: 


= 45% ofthe minimum of the time scale of the basic salary or the basic salary or 

* Amount that would have been paid by employer had no ‘accommodation been provided 
Employee includes a director of a company. 
Note for students: If “Amount that would have 
provided” is not given in exam than we will compare 


(if it is given). 


income in TY 2010. 


had no accommodation been 


been paid by employer 
h fair market rental of property 


45% of basic salary witl 


imum of time scale 
is the amount from where the salary scale of an employee starts e.g. (5,000-1,000-7,000) means salary will 
starts with Rs. 5,000 with increment of Rs. 1,000 per annum upto maximum of Rs. 7,000. 


Where house rent allowance is admissible @ 30% than in above provision 45% will be replaced with 30%. 
(Note for student: It is not general rule. It is applicable for certain Government employees if question 


specifically refers to it.) 


le- 
Basic salary of an emp. 
l. Either I will provide you house i 
2. TIl give you house rent allowance o: 
Employee has opted for home. 

Calculate taxable income? 


Solution: 
1,200,000 


loyee is Rs. 100,000/ month. Employer has provided employee with 2 options: 
n factory premises or 
f 50,000/month. 


Basic salary 
Accommodation provided: (Higher of) 

-45% of basic salary (1,200,000 x 45% ) 540,000 

or - amount that would have been paid (50,000 x 12 = 600,000) 600,000 600,000. 
Taxable income 7 1,800,000 


Example-2 
| Basic salary of employee is Rs. 100,000/ month. Employer has provided employee with a home. Calculate 


taxable income? 
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Solution: 


Basic salary 
Accommodation provided (45% of 1,200,000) 


Taxable income 

Note: As a general rule higher o! 

accommodation been provided is 

basic salary. 

Example-3 

An employees is paid a basic salary of Rs.9 E 

furnished house. The house is not owned by the employer. Fair mai 

month. 

Solution: s 
Basic Salary (90,000 x 12) 1,080,000 
Accommodation provided: (Higher of) 

- 45% of basic salary (1,080,000 x 45%) 486,000 
or — fair market rent (32,000 x 12 = 384,000) 384,000 486,000 | 
1,566,000. | 


Note 1: Z " ES | 
The accommodation can be either furnished (with furniture) or non-furnished (without furniture). There is no | 
| 


difference in tax treatment of both of these. 


Example-4 ` 
Mr. Mather is an employee of ABC company. He has provided you with the following details for TY 2011. 


He joined on August 1, 2010. 
His basic salary per month is Rs. 40,000 and education allowance and entertainment allowance of | 
Rs. 5,000/month and Rs. 6,000/month respectively. 

Employer has offered him two options either to take home or take a monthly cash allowance of Rs. 
Mr. Mather has opted for home. 

He is allowed to use the electricity, telephone and water facility in home on nominal amount of Rs. 1,000 
per month charged by his employer against all of these facilities. However he pays gas bill himself. The 
actual amount of bills during TY 2011. 


been TERTTETY — 
asic Salary or the amount that would have P: id no | 
dien e s s one is not given. Hence, I am only adding 45»; .. | 
added in salary. The later a of 


ided the employee with 
month. Employer has prov! employee with 4 | 
0,000 pe 4 rket rent of the house is Rs.32,000 ue | 


20,000. 


Electricity 20,000 
Telephone 30,000 
Gas 10,000 
Water 6,000 


Answer-4 
Basic salary 
Education allowance - ONES E: ue 
Entertainment allowance i p 
Accommodation facility (6,000 x11) 66,000 
Higher of: 45 % of Basic salary 
(440,000x45% 
Or amount that would have been paid had no accommodation ROM 198,000 
: (20,000x11) 220.000 220,000 | 
Utilities excluding gas — E 
Electricity | 
Telephone 20,000 
Water 30.000 
: Pai ^ 
Less: Paid by employee to employer (1,000 x 11) 6,000 Es 
‘ (11,000) 45,00 


Taxable income 
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Example-5 
Mr. Uzair is an employee of Pink Panther company. He has provided you with the following details for TY 


2011. He joined on September 1, 2010. 

His basic salary per month is Rs. 40,000 and education allowance and entertainment allowance of 
Rs. 5,000/month and Rs. 6,000/month respectively. 

Employer has offered him two options either to take home in factory premises or take a monthly cash 
allowance of Rs. 20,000/month. Mr. Uzair has opted for monthly cash allowance. 


Calculate his taxable income? 


Answer-5 

Basic salary (40,000 x10) 400,000 

Education allowance (5,000 x10) 50,000 

Entertainment allowance (6,000 x10) 60,000 

House rent allowance (20,000x10) 200,000 
Le | 


Taxable income 


Self hiring of property [S. 15(5) 
house which is given on rent to the employer and the employer has provided 


If employee or his spouse owns a 
the same house to employee as rent free accommodation, then it will have two fold effect: 
e Rent actually received by employee from employer will be income from property. (Fair market rent will be 


ignored) (Chapter 9) 
e It will be a perquisite in the form of accommodation 45% of basic salary will be added under the head 
salary. 
Summary of various provisions related to Assets provided / transferred 
Description Asset is Provided (only for a specified Transferred / sold / Gifted 
period/ means it is returnable to employer) 
Car 5% or 10% of cost for purchased vehicle Fair market value of asset at time of 
transfer less amount paid by employee 
5% or 10% of FMV of vehicle obtained on to employer 
lease 
(s.13 G)] [S.13 (11)] 
House Higher of Same as above 
- 45% basic salary or 
- Amount that would have been paid . . 
8.13 (12) 
Laptop/oven/ Fair market rent of asset for the year less Same as above 
washing machine/ | amount paid by employee to employer 
Fridge etc, OR 
Depreciation charged by employer in his 
books less amount paid by employee to 
employer 
1S. 13 10] 


(13) Where an employer has provided a perquisite which is not covered above, the "Salary income" shall include 
the fair market value of the perquisite at the time it is provided, less amount paid by the employee. 
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"Employee share scheme" means any agreem: 


ent under which a company may issue shares in the company |. 


f the company or an employee of an associated company; or 


an employee o - 
(a) ee fer the shares to an employee of the company 


(b) the trustee of a trust and the trustee may trans 
employee of an associated company. zi 

Basic understanding of operation of employee share scheme 

(a) Terminologies 

i. | Right /Option 


OF an 


c 


Simply, A letter stating that employee has a right to acquire Shares] 
at a particular rate 
Person with the right letter purchases the shares at the rao 
Purchase of shares mentioned in the right letter. He then becomes the owner of shares 
iii. | Face value of a share | The denomination of the share. Generally it is Rs. 10 per share, — 
iv. | Market value of a share Price at which the share is traded in the stock market. This may 5| 
less than, equal to or more than face value. 
(b) Following events take place in employee shares scheme 
Announcement of scheme Issuance of Right letter>Exercise of right or Issuance of shares by the 
company 
(1) Value of right/option (Taxability at time of grant of right or option) 
The value of a right or option to acquire shares under an employee share scheme is not chargeable to tax, 
(5) Disposal of right or option/ Sale of right or option 
Where, in a tax year, an employee disposes of a right or option to acquire shares under an employee 
share scheme, the amount chargeable under the head “Salary” shall include the amount of any gain as 


ii. | Exercise of right/ 


calculated below:— 
A-B 
where — 
A is the consideration received for the disposal of the right or option; and 
B is the employee's cost in respect of the right or option. 

Formula for disposal of right | 
Consideration received for the disposal'of the right or option xxx | 
Less: Cost of right or option —— (ex) | 

XXX | 


(2) Exercise of right/Acquisition of shares/Issue of shares by company 

Where shares are issued to an employee under an employee share scheme (including as a result of the 

exercise of an option), following amount is chargeable: 

- the fair market value of the shares at the date of issue less consideration given by the employee for the 
shares and for rights or options. E 


Formula for exercise of right 


fair market value of the shares at the date of issue 
Less: Cost of share 
Less: Cost of right 


(3) Shares issued by company with restriction on transfer 

Where shares are issued to an employee under an employee share scheme and there is a restriction on 
transfer nothing will be added in the income until the employee has a free right to transfer the shares 
getting the free right to transfer, the salary shall include the fair market value of the shares at the time &™ 
employee has a free right to transfer the shares less consideration given by the employee for the shares à! 
for rights or options. 

However if the employee disposes off the shares before getting the free right to transfer the sha 
salary shall include the fair market value of the shares at the time the employee disposes of the 552^ % 
consideration given by the employee for the shares and for rights or options. 


the 


the 


the 
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(4) Calculation of cost of shares for computing T: i i ; n 
iputing Tax ci P p 
The cost of the shares shall be sum of — credit / capital gain at the time of disposal 


(a) the consideration given by the employee for the shares; 
(b) the consideration given by the employee for the grant of right or option; and 
(c the amount chargeable to tax under the head “Salary”. 
[For details refer examples of Section 14(4) in Chapter 10] 
[ Note 
in will be chargeable 


1. In case of disposal of shares of private compan i i 
y and publ: d s 
under the head capital gain. jo pipe o 
2. Incase of disposal of shares of public company, gain will be taxe 
le. _ public company fall under the definition of securities. 


d as separate block because shares of 


Question-1 


PTCL has announced an employee share scheme. Following persons purchased the rights. 
Cost of right/share 
Ali has acquired right to purchase 
Shujat has acquired right to purchase 
Waleed has acquired right to purchase 
On the date the shares were to be issued following events took place 
(1) Ali sold all rights to Ramzan for Rs. 5 per right. 
(2) Shujat exercised right by paying Rs. 70/share, FM 
of right was Rs. 82/share. 
(3) Waleed did not exercise the right. 


Mr. Waleed paid Rs. 


On June 23, 2010 the market value was 


transferred after holding them for 2 years. 
The FMV of shares is Rs. 45/share on 23 June, 2012. 
Calculate taxable income for TY 2010 and TY 2012? 


Answer-2 
i taxable income 
TY2010 
Nothing will be added i: the income as he has no free right to dispose the shares. 
Fair market value cf shares (45 x 1,000) 
Less; Cost of share (33 x 1,000) 
Less: Cost of right 


CON 


eS 


= 
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Rs. l/share 
800 shares 
1,000 shares 
1,500 shares 


V of the share acquired by Shujat at the time of exercise 


Answer-1 
Ali 
Consideration for sale (5 x 800) 4,000 
Less: Cost of right (1 x 800) 800) 
Gain 3,200 
Shujat 
Fair market value of shares (82x1,000) 82,000 
Less: Cost of shares (70 x 1,000) (70,000) 
Less: Cost of right (1x 1,000) 1000 
Gain 11,000 

Waleed 

Nothing will be added in his income as he has not exercised the rights. 

Question-2 

30 to acquire right to purchase 1,000 shares. Shares were issued to him on 23 June, 2010. 


He exercised the right by paying Rs. 33/share. 
Rs, 40/share. As per the scheme of company, the shares can only be 


45,000 

(33,000) 

(30) 
11,970 


aE mmm CN af 
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ower Inc (SPI) was entitled to participate in the «| 


Question-3 
a past employee of Super P d the right to purchase 2,000 shares in SPI 


Mr Ardesheer Petigara as i 
Employee Share Scheme (Scheme). Rd 29, M afe Scher, Soir er irucd to an EM 
the eners ree af USS D eed ree ous No consideration vs payable for the Hey 
only be 


the 2,000 shares. 


On 1 June 2010, the price of one 
exercised his right to purchase 1,000 sh: 
to the custodian of the Scheme. The rem: 
exchange is to be taken at US$ 1 = Rs. 80). 
Required: 

Calculate the taxable income of 
Answer-3 


‘As per the provisions of ITO 2001, f R 
Where aa are issued to an employee under an employee share scheme and there is a restriction on the 


transfer nothing will be added in the income until the employee has a free right to transfer the shares. So these 


will be added in salary income when he gets the free right to transfer. 
Only gain on sale of rights to purchase shares will be taxable in Tax Year 2010. 


at | 
an 
acquire 


SF stock exchange was US$ 20. On the same day, Ap 


ares at the exercise price of US$ 15 per share and remitted US$ 15,009 


aining 1,000 rights were sold by AP for Rs. 300,000. (The rate of 


share quoted on the 


Ardesheer Petigara for the tax year 2010. 


Income from Salary Rs, 

Disposal of Rights 

Consideration received 300,000 

Less : Cost of Rights 0 

Taxable Gain 300,000 
Question-4 


Mr. Pestonji had participated in the HSP employee share scheme: 

- On 1 July 2006, Pestonji purchased the right to acquire 1,000 shares in HSP at the exercise price of 100 
per share. 

- There was no payment to be made for the right to acquire these 1,000 shares in HSP. The value of one 
right was Rs. 20. 

- On 31 July 2006, Pestonji sold the rights for 500 shares for Rs. 25,000. 

- On 1 September 2006, Pestonji exercised his remaining rights to purchase 500 shares in HSP at the 
exercise price of 100 per share. The market price of one share on that date was 150. The 500 shares 
purchased were in Pestonji's possession on 30 June 2007. 


Required: 


Calculate the taxable income of Pestonji for the tax year 2007 

Answer-4 
Income from salary — Tax Year 2007 Rs. 
Disposal of Right 25,000 
Exercise of Right 


- FMV of Shares (500 x 150) 75,000 
- Less: Consideration Given for rights (500 x 100) 50,000 
Taxable Gain ,007 


Question-5 

Ring had participated in the employee share scheme of Telephones (Pvt) Ltd: r 

- On 1 September 2005, Ring purchased the right to acquire 2,000 shares in TPL at the exercise price o 
£10 per share. 

- The right to acquire the shares could be exercised at any time before 31 August 2006. 

- There was no payment to be made for the rights. The custodian estimated the value of one right to b° 
£2 and the exchange rate was £1 — Rs.100. 

- A pues from the employment of TPL, Ring disposed of the rights for Rs.30,000 on 31 December 

Required: | 

Calculate the taxable income of Ring for the tax year 2006 
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[ Answer-5 
Income from Salary- 2006 Rs. 
Disposal of Right 30,000 
Question-6 
25 June 2013: Aslam Sold 100,000 call options (right to purchase shares) in a public company listed on the 
Islamabad Stock Exchange at Rs. 2:5 per call option. He had purchased these call options on 20 June 2013 at 
Rs. 1:90 per call option. Other admissible expenses incurred on these transactions were Rs. 10,000. 
Required: 
Calculate the taxable income of Aslam for the tax year 2013 
Answer-6 
Sale of call options(rights Rs. Rs. 
Consideration received (100,000 x 2:5) 250,000 
Less: Cost of Call option (100,000 x 1-9) 
Other admissible expenditure 200,000) 
50,000 
Question-7 
Slumdog participated in the employee share scheme of Adopter Ltd. The following information is provided to 
you for the Tax Year 2013: 
i) On 1 September 2012, Slumdog was granted the right to acquire 2,000 shares in Adopter Ltd at the 
exercise price of Rs. 100 per share. 
ji) The right to acquire the shares could be exercised at 31 August 2013. 
jii) There was no payment to be made for the rights. The value of one right was Rs. 200. 
iv) On31 December 2012, Slumdog disposed of the rights for Rs. 30,000. 
Required: 
Calculate the taxable income of Slumdog for the tax year 2013. 
Answer-7 
Calculation of Taxable Income — TY 20 13 Rs. 
Income from Salary 
Employee share scheme — sale of rights (Note) 30,000 
Less: Cost 
30,000 


Taxable Income 


| Note 
"The gain on the disposal of rights is chargeal 
‘entire Rs, 30,000 is chargeable to tax as salary income. 


ble as salary income. As no payment was made by for rights, the 


) has announced an employee share scheme. Following is the information for the Tax 


2013: 
Sharjah as an employee of Super Power Inc (SPI) was entitled to participate in SPI Employee Share 
ived the right to purchase 2,000 shares in SPI at the 


(Scheme). On 1 July 2012, Mr. Sharjah recei 
Under the terms of the Scheme, any shares issued to an employee can only 


price of US$ 15 per share. 
ideration was payable for the right to acquire the 2,000 


ed after a holding period of 3 years. No consi 
n Karachi stock exchange was US$ 20. On the same day, 
hares at the exercise price of US$ 15 per share and remitted 
1,000 rights were sold by Sharjah for Rs. 300,000. 


June 2013, the price of one share quoted o 
irjah exercised his right to purchase 1,000 s 
00 to the custodian of the Scheme. The remaining 
‘of exchange is to be taken at US$ | = Rs. 80). 


ible income of Mr. Sharjah under the head income from salary under TY 2013. 
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Answer-8 
Calculation of Taxable Income — TY 2013 Rs 
Income from Salary E 
Sale of rights (Note) 300,009 
Less: Cost E o 
300,000 
—— 00 


Taxable Income 


Item not included 

In an employee share scheme, 

the time the employee has the fre 

disposes of the shares, whichever is the earlier ‘ 
tation of taxable income. 


Therefore, no adjustment is required to be made in the compu 


Question-9 j 
Mr. Scooby is preparing his return of income for the year ended 30 June 2009 and he has furnished you with 
the following details: 

(1) Mr. Scooby was employed with Fashions Private Li 
Share Scheme. The terms of the Scheme allowed a participant the fre 
under the Scheme, only after a minimum holding period of 9 months. 

(2) On 1 July 2008, Mr. Scooby was granted the right to acquire 4,000 shares in FPL at the exercise price 
of Rs. 250 for one share. The Rs. 250 was inclusive of a consideration of Rs. 25 for the grant of the 
right to acquire the shares. Based on the then quoted price of one share in FPL on the Karachi Stock 
Exchange , the value of the right to acquire one share in FPL on 1 July 2008 was estimated by the 
custodian of the Scheme to be Rs. 30. On 1 July 2008, Mr. Scooby accepted the rights offered to him 
and made payment of Rs.100,000 to the custodian. On 1 July 2008, Mr. Scooby exercised his right to 
acquire the 1,000 shares in FPL and made the balancing payment of 225,000 (Rs. 225 per share), 
having paid Rs. 25,000 at the time of acceptance of the rights. The price quoted for one share in FPL on 
the Karachi stock exchange on 1 April 2009 was Rs, 500. 

(3) On7 July 2008, Mr. Scooby disposed of the rights relating to 3,000 shares in FPL for Rs. 375,000 


Required: 
Calculate the taxable income of Mr. Scooby for the tax year 2009. 
Answer-9 
Computation of taxable income Rs. 


Income from Salary: 


Employee share scheme 


transfer of shares, the benefit is chargeable at 
hen the employee j 


where there is a restriction on the 
e right to transfer the shares or wi 


mited. He has opted to participate in the Employee 
e right to transfer the shares issued 


Gain on the disposal of the rights to acquire 3,000 shares (Note 1) 300,000 
Benefit on the acquisition of 1,000 shares (Note 2) - 250,000 
$50,000 


Taxable Income 
Items included in the computation of taxable income 


a) 
Gain ale of right/ option Rs. 


Consideration received on the disposal of the rights 375,000 | 
Cost of the rights (25 x 3000) 5,000) | 
300,000 
(2) Exercise of Right = 
Rs. 
FMY of 1,000 shares in FPL 5 500,000 
Consideration paid at the time of: ied ~ 
eee " right (25 x 1,000) 25,000 
ng the right (225 x 1,000) 225,000 (250,000) 
250,000 


Items not included in the computation of taxable income: 
ot 


The value of a ri i i i 

debit pul m 3 acquire shares in an employee share scheme granted to an employee is n? 

nae e pe the value of Rs. 30 assigned to the right to acquire one share in FPL by me 
ed as the income of Mr. Scooby in the computation of income. Ee 
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Foreign cH bam of resident individuals [Sec. 102] 

[0] eld received by a resident individual shall be exempt if the individual has paid foreign 

(2) It will be assumed that resident individual has paid foreign income tax if tax is withheld from salary by the 
employer and paid to the revenue authority of the opc UAE 

Question 

Mr. Amjad a citizen of Pakistan is employed in XYZ company. He worked in XYZ company from Jul 1, 2010 

to Bey, 31, 2011. He got a job in Nepal where he joined on February 1, 2011. His monthly salary in 
Pakistan is Rs. 60,000 per month. His monthly salary in Nepal is Rs. 90,000 in Pak rupees. On May 31, 2011 

he decided to resign from the Nepalian job and came back in Pakistan on the same date. Since then he has yet 

not got any job. He has duly paid the tax to Nepalian Government authorities on his income earned there. 

Calculate his taxable income for TY 2011? 


Answer 
Salary income (PSI) (60,000x7) 420,000 
Salary income (FSI) Exempt 


Taxable Income 420,000 


Foreign source salary income is exempt because he has duly paid the tax on it. 


Section 51(2)] 


Where a citizen of Pakistan leaves Pakistan during a tax year and remains abroad during a tax year than salary 
income earned outside Pakistan during that year shall be exempt from tax. 


Note: In such case even if no tax is paid the foreign source salary income will remain exempt. 


Question-1 
Mr. Arslan a citizen of Pakistan is employed in XYZ company. He worked in XYZ company from Jul 1, 2010 to 


January 31, 2011. He got a job in Saudi Arabia where he joined on March 1, 2011. He departed from Pakistan on 
February 20, 2011. His monthly salary in Pakistan is Rs. 50,000 per month, His monthly salary in Saudi Arabia is 
Rs. 80,000 in Pak rupees. As on June 30" he was still in Saudi Arabia, He did not paid any tax on his salary in Saudi 


Arabia. Calculate his taxable income? 


Answer-1 

Salary income (PSI) (50,000x7) 350,000 

Salary income (FSI) Exempt - 
350,000 


Taxable Income 
Because Arslan remained outside Pakistan at the end of tax year, therefore his foreign source salary income is 


exempt from tax irrespective of whether he has paid foreign income tax or not. 

Question-2 

Mr. Amjad a citizen of Pakistan is employed in XYZ company. He worked in XYZ company from Jul 1, 2010 to 
January 31, 2011. He got a job in Saudi Arabia where he joined on March 1, 2011. He departed from Pakistan on 
February 20, 2011. His monthly salary in Pakistan is Rs. 50,000 per month. His monthly salary in Saudi Arabia is 
Rs, 80,000 in Pak rupees. On May 31, 2011 he decided to resign from the Saudi job and came back in Pakistan on 
the same date, Since then he has yet not got any job. He did not paid any tax on his salary in Saudi Arabia as there is 


ae on salaries there, 
Calculate his taxable income for TY 2011? 


Salary income (PSI) (50,000x7) 350,000 
duly income (FSI) (80,0003) 240,000 
tan — 500.000 | 


Amjad didn't remain outside Pakistan at the end of tax year, therefore his foreign source salary income is 
10 tax. 
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art 1 ] = fy 
Important Exemptions in. Second Schedule P: TIT rae Peas: | 
A derstood before reading exem tions taxa ofan employee. a P i 
Various terms to be unde thly payment after the retire in portion of pension for certain years, pajq in 
1. Pension: It is a series orao ily ica tun avon of à certa 
j i ion: It is a - 
2. Commutation of pension: u ; 
advance to employee at the time of retirement. 


i i s. 
3. Provident Fund: It will be discussed in upcoming para: 


4.Gratuity: i f retirement for the m : 
. His salary at the time o. inp Onth of 
TE worked for 10 years from age of 35-45 eat last drawn gross salary multiplied by number of 


December was Rs.30,000. He is entitled to gratuity on th | 
years worked, Calculate gratuity payable? | 
x Number of years x last drawn gross salary 
0 x Rs.30,000 | 
=Rs. 300,000 mises zu 

(8) Any pension received by a citizen of Pakistan from a former OTT PO RM person continues 

to work for the employer (or an associate of the employer) then it w TUS SEDEM 

If a person receives more than one pension, then only higher pension wi be p > eT... 

If a person's age is more than 60 years than all pensions shall be exempt irrespective e mentioned 

conditions. Lat ined 

Pension received by employee of Armed forces or Federal or Provincial Government is exempt. : T 
Mr. A is working as CFO in Bahria Traders since 2009. From 1990 to 2000 he worked for a private hospital and | 
from 2001 to 2008 he worked for a private school. In TY 2011 he received pension of 
Rs, 5,000/month from private hospital and Rs. 6,000/month from private school. Rs. 60,000 (5,000 x 12) will be 
added in his salary income. Rs. 72,000 (6,000 x 12) will be exempt. 


(12) Commutation of pension received from Government or pension scheme approved by Board shall be exempt. 


(13) — Gratuity or commutation of pension received on retirement or, in the event of his death, by his heirs: 


(i) | Government employees 
(ii) Gratuity fund approved by 
Commissioner 
Gratuity scheme 
by the Board 


Fully exempt 
Fully exempt 


approved | Exempt upto Rs. 300,000 if scheme is applicable to all employees 


I 
Eu gratuity In n ie of any employee to whom sub-clause (i)(ii) and (iii) do not 
apply, the amount i TES 
commutation of pension M unt exempt will be lower of following; 


* 30% of the amount receivable or | 
- Rs. 75,000 


[Part of syllabus] 


i yment is recej im bei 
a if payment is received by a Régis "es que AES m ae Loser 
to gratuity received A 
by an employee who has not received any gratuity from the same or any other employer. 
Mr. Arslan is employed in Xy; | 
D Z company. His basi i | 
31,20 mer pany. His basic salary is Rs.40,000/ igned on March 
d ed Rs, 90,00 from unapproved gratuity fund, DEDE E 
Basic salary (40,000 
Gratuity 000 x 9) 360,000 
Exempt UP to lower of: 75,000 E. 
WE 50% of 90,000 = 45,000 (45000) — 15077 


E 


a E 
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estion-2 
Mr. Asim DOG 3 are NDA His basic salary is Rs.40,000/month. In TY 2011 he resigned on March 
31, 2011 and received Rs. 470,000 from gratuity scheme approved by FBR and Rs. 200,000 commutation of 
} pension(un approved), i 
Answer- 
Basic salary (40,000x9) 360,000 
Gratuity scheme 470,000 
Exempt up to (300.000) 170,000 
Unapproved commutation of pension 200,000 
Exempt up to lower of: 75.000 
50% of 200,000 = 100,000 (75,000) 125,000 
Taxable Income 655,000 
=A 


(32) Any payment from a provident fund to which the Provident Funds Act, 1925 applies. 
(24) Benevolent fund 
Any benevolent grant paid from a Benevolent Fund to employees or members of their families is exempt. 
(25) The tax treatment for Superannuation fund is as under: 
a. Employer's contribution and interest is exempt 
b. Payment of accumulated balance from an approved superannuation fund on death of a beneficiary is 
exempt. 
c, Where any contribution made by an employer (including interest) is repaid to an employee during 
employee’s life-time, tax on that amount shall be deducted at rate applicable to the year of withdrawal. 
(53A) The following perquisites received by an employee shall be exempt:- 
(ii) Free or subsidized food provided by hotels and restaurants to its employees during duty hours; 
(iii) Free or subsidized education provided by an educational institution to the children of employees; 
(iv) free or subsidized medical treatment provided by a hospital/clinic to its employees; and 
(v) other benefit for which the employer do not bear any marginal cost, as notified by Board. 


Question-1 

Mr. Arham is teaching in Elite college. His basic salary is Rs.40,000/month. Dearness allowance is Rs. 2,000/ 
month and house rent allowance is Rs. 6,000/month. His child is also getting education in the same school. The 
college charges a concessional fee of Rs. 40,000 per annum against the market charge of Rs. 65,000. Calculate his 


taxable income. 


Answer-1 

Basic salary (40,000x12) 480,000 

Dearness allowance (2,000x12) 24,000 

House rent allowance (6,000x12) 12,000 

Taxable Income 576,000 

Subsidized education provided by the college is exempt under clause 53A of Part-1 Second Schedule. 

di allowance 

Tax treatment 
Exempt (Provided that National Tax Number of the 
hospital or clinic, as the case may be, is given and the 
employer also certifies and attests ‘he medical or 


Medical facility/Reimbursement of medical expenses is 
Provided as per terms of employment 


Fully taxable 


Exempt upto 10% of basic salary. 
Allowance is fully taxable. Facility/Reimbursement will 
be exempt. 


al allowance + Medical fazility/ Reimbursement of 
empleo P NPenses in accordance with terms of 
Ployment 
uH allowance + Medical facility/ Reimbursement of 


eas not in accordance with terms of 
en 


Al'owance is exempt upto 10% of basic salary. 
Facility/Reimbursement will be fuliy taxable. 
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Exam note: 


1. The term medical facility (hospitalizati 


ion) comprises of the following scenarios: 


a) Medical insurance for hospitalization is borne by employer; b 

b) Reimbursement of medical expense on account of hospitalization is made by employer; 
c) Hospitalization is provided by insurance policy; : 

d) Personal medical expenses of employee are reimbursed by employer; and 

e) Free medical treatment is provided by employer to employee. 


2. If in income from salary question, both medical allowance and medical facility are given and m 
facility is as per terms, medical allowance will be fully taxable and facility will be exempt. 


incurred cost of Rs. 30,000. 
Calculate his taxable income? 
Answer-1 

Basic salary 

Dearness allowance 

House rent allowance 


Hospitalization (Exempt being as per terms of employment) 


Taxable Income 


Question-2 


Basic salary of Mr. Ali Butt is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent allowance 


edica 


Basic salary of Mr. Zaryab is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent allowance 
is Rs. 6,000/month. As per the terms of employment he is entitled for free hospitalization for which Employer 


(40,000x12) 480,000 
(4,000x12) 48,000 
(6,000x12) 72,000 


S 


| 
| 


— 


— 200,000 


is Rs. 6,000/month. Medical allowance is 15% of basic salary. 


Calculate his taxable income? 
Answer-2 

Basic salary 

Dearness allowance 

House rent allowance 

Medical allowance 

Less: Exempt upto 10% of basic salary 
Taxable Income 


Calculate his taxable income? 

Answer-3 

Basic salary 

Dearness allowance 

House rent allowance 

Medical allowance (Fully taxable) 
Hospitalization (Exempt being es per terms) 
Taxable Income 


Question-4 


not as per terms of employment. 
Calculate his taxable income? 
Answer-4 

Basic salary 

Dearness allowance 


104 


Basic salary of Mr. Anzah is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house penr s 
is Rs. 6,000/month. Medical allowance is Rs. 5,000/month. Free hospitalization provided cost Rs. 50,0 


(40,000x12) 480,000 
(4,000x12) 48,000 
(6,000x12) 72,000 
(480,000x15%) 72,000 - 
(480,000x10%) (48,000) 24,000 


624,000 
E 


Basic salary of Mr. Arman Khan is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house mu 
allowance is Rs. 6,000/month. As per the terms of employment he is entitled for free hospitalization for which 
employer incurred cost of Rs. 30,000 which is in addition to medical allowance of Rs. 3,000/month. 


(40,000x12) E 
(4,000x12) Fs too 
(6,000x12) Dt 
(3,000x12) 36, 


owance 
hich 1$ 


480,000 
(4,000s12). 
,000x 
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rent allowance (6,000x12) 72,000 
Hospitalization (Chargeable being not as per terms) 50,000 
(5,000x12) 60,000 


Medical allowance x 
Less: Exempt upto 10% of basic salary (480,000x 10%) (48.000) 12,000 
662,000 


Taxable Income 


jes tas 
‘Annuities (or any supplement to annuity) are taxable as salary even it is paid voluntarily. All the annuities are 


axable in the normal manner 


t 
Leave Encashment (Clause 19 Part 1 of 2" Schedule) 
on encashment of leave preparatory to retirement is exempt, if received from Government. 


‘amount received 
nd , Participation Fi f2" 


it is fully exempt. 
lo pei working out: Paki 


Any allowance paid outside Pakistan by Government to a citizen for rendering service outside Pakistan. 
xati ide: 
a Recognized Provident Fund 
i 
No treatment as the amount is paid from salary. 
y ibution of 6" Schedul 
loyer's contribution to fund is exempt upto lower of: 


e 1/10 of salary* or 

e Rs. 150,000 

1 balanı lause 3 P; of 6" Sched 

Interest is exempt upto higher of: 

e 1/3" of salary* or 

e Interest calculated at 16%. 
M l 4 Part 1 of 6" Sch 


Whole of the receipt is exempt. 
salary" for the purposes of provident fund means basic salary and dearness allowance. (it excludes all other 


allowances and perquisites). 


Question-1 
Basic salary of Mr. Abu bakar is Rs.40,000/month. Dearness allowance is Rs. 4,000/ month and house rent 
allowance is Rs. 6,000/month. Employee contribution in provident fund is Rs. 4,000/month and the same amount is 
contributed by the employer. Interest credited during t9he year is Rs. 18,000 at the rate of 18 % per annum. The 
fund is recognized. Calculate taxable income. 
Answer-1 
Basic salary (40,000x12) 480,000 
Dearness allowance (4,000x12) 48,000 
House rent allowance (6,000x12) 72,000 
Employers contribution (4,000x12) 48,000 
Less: Exempt upto lower of: 
- 150,000 
= 52,800 (1/10 of (480,000+48,000)) (52,80. 3 
ie on provident fund 18,000 
: Exempt upto higher of: 
= 16,000 (18,000/18x16) 
* 176,000 (1/3 of (480,000+48,000)) (176,06 3 
600,000 


tabte Income 0 
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u 5 
Basic salary of Mr. Junaid is Rs.20,000/month. Dearne: 


fund is recognized. Calculate taxable income. 
Answer-2 
Basic salary 
Dearness allowance 
House rent allowance 
Employers contribution 
Less: Exempt upto lower of 
- 150,000 
- 28,800 (1/10 of (240,000+48,000)) 


Interest on provident fund 
Less: Exempt upto higher of: 

- 114,286 (100,000/14x16) 

- 96,000 (1/3 of (240,000+48,000)) 
Taxable Income 


Question-3 
Basic salary of Mr. Irfan is Rs.20,000/month. Dearness 


RENE ident fund is Rs. 6,000/month and the Same , 
is Rs. 6,000/month. Employee contribution in provi n : 
FEEN by the employer. Interest credited during the year is Rs. 100,000 at the rate of 14 % per annn 


ss allowance is Rs. 4,000/ month and house rent an 


(20,000x12) à 

(4,000x12) =" 2h 
(6,000x12) 2,009 
(6,000x12) 72,000 <] 


(28,800) 43 
—M 3 


100,000 


(114,286) 


allowance is Rs. 4,000/ month and entertainment allowance | 


is Rs. 6,000/month. Employee contribution in provident fund is Rs. 6,000/month and the same amount i| 


taxable income. 
Answer-3 
Basic salary 
Dearness allowance 
Entertainment allowance 
Employers contribution 
Less: Exempt upto lower of 
- 150,000 
- 28,800 (1/10 of (240,000+48,000)) 


Interest on provident fund 
Less: Exempt upto 


Taxable Income 


(1/3 of (240,000+48,000)) 


-4 
Mr. Babar is an employee of ABC company. He has 


Note: If rate of interest is not given we will simply compare with 1/3 of salary. 


contributed by the employer. Interest credited during the year is Rs, 100,000. The fund is recognized, Calculate 


(20,000x12) 240,000 
(4,000x12) on 
(6,000x12) E 
(6,000x12) SEX 
(28,800) 43,200 
100,000 
(96,000) 4,000 
407,200 


the employer. Interest credited during the year is Rs. 40,000 at the rate of 18 % per annum. He decided to m | 
with effect from April 30, 2011.The fund is recognized under 6" Schedule of ITO, 2001.At the time of retirem 


yet 
n receiv 
Rs. 800,000 which has been accumulated in the fund over the years. It comprised of the following. 300,000 | 
Employer contribution to date 300,000 
Employee contribution to date 200,000 
Interest to date m7 
Calculate his taxable income. 
Answer-4 400,000 
Basic salary (40,000x10) 20,000 | 
Dearness allowance (2,000x10) 60,000 
House rent allowance (6,000x10) 
Employers contribution (4,000x10) 40,000 
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Less: Exempt upto lower of 


- 150,000 

- 42,000 (1/10 of (400,000+20,000)) (42,000) 2 
Interest on provident fund i 
Less; Exempt upto higher of pou 

- 35,556 (40,000/18x16) 

- 140,000 (1/3 of (400,000+20,000)) (140,000) x 


Taxable Income 480,000 
Accumulated balance is exempt. 

b. Government Provident Fund 

Employee contribution 

No treatment as the amount is paid from salary. 

Employer's contribution and Interest on Fund balance 

]t is exempt under income tax ordinance 2001. 

Payment of accumulated balance 

It is exempt under income tax ordinance 2001. 

Question-1 

Mr. Ahsan is an employee of Federal Government. His basic salary is Rs.40,000/month. Dearness allowance is 
Rs. 2,000/ month and house rent allowance is Rs. 6,000/month. Employee contribution in provident fund is 
Rs. 4,000/month and the same amount is contributed by the employer. Interest credited during the year is Rs. 


18,000 at the rate of 18 % per annum. Calculate taxable income. 


Answer-1 
(40,000x12) 480,000 
h 24,000 


Basic salary 
Dearness allowance (2,000x12) 
(6,000x12) 72,000 
576.000. 


House rent allowance 
Taxable Income 
e fund is a Government Provident 


Employer's contribution and 
fund. 
c. Unrecognized Provident Fund 
Employee contribution 

t is paid from salary. 


No treatment as the amoun 
Employer's contribution and Interest on. Fund balance 
It will not be taxed in each year. 
t of accumulated balance 
Whole ofthe employer's contribution to date along with interest will be taxable. 
(Final amount received — whole employee contribution) 


interest credited on fund is fully exempt because th 
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uao ain t Provident ESP following data: bec 
e ided the following data: 
omprehensive Question ell 075 and has provided 2011 2012 
Mr. Safdar got retired on 31* March, —ne Sone P= Rs, 
70,000 80,000 90,000 | 
— 10,000 15,000 —— 20,000 
Dearness al lowance/month 30,000 35,000 40,000 
House rent allowance/month 
2010 2011 2012 Tot: 
: t fund: Otal 
Other data regarding providen 126000 ^ 144,000 ^ 121,500 ~ 391,50 
Employer some 126,000 — 144,000 — 121,500 391,506 
api Pii 40,000 60,000 58,000 158,000 
Interest is credited @ 17%. 
Required: : 
Calculate taxable income assuming: A z 
1) He is working in a private company where the provident fund is recognized. 
2) He is working in a private company where the provident fund is not recognized. 
3) He is working in a Government organization. 
Solution 
1) Fund is recognized 
TY 2010 
Income from salary: 
Basic salary (70,000 x 12) 840,000 
Dearness allowance (10,000 x 12) 120,000 
Rent allowance (30,000 x 12) 360,000 
Employer's contribution 
Less: Exempt (lower of): t 
Y (840,000 + 120,000) 96,000 
s 150,000 (96,000) 30,000 
Interest ; 
Less; Exempt (higher of): 20,000 
- M3 of (840,000 + 120,000) 320,000 
- 40, y 
0,000/17% x 16% 37,647 — (320,000) = 
T 1,350,000 
Basic salary (80,000 x 12 
Dearness allowance (15,000 x 13) E 
Rent allowance (35,000 x 12) ; E 
Employer contribution 420,0 
Less Exempt (lower of); 144,000 
~ 10% of (960,000 + 1 
- 150009 vilis 114,000 
150,000 — (114,000) 30,000 | 
Interest 
Less: Exempt (higher of): 60,000 
~ M3 of (960,000 + 180,000) 
= 60,000/17% x 16% 380,000 | 
56,471 (380,000) - 
Basic salary | 
Dearness allowance ae ? g10,000 


0,000. 
acm e a 0 
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[ Rent allowance (40,000 x 9 
Employer contribution x2 360,000 
Less: Exempt (lower of): 121,500 
- 1096 of (810,000 + 180,000) 50100 
uro 150,000 —— (99,000) 22,500 
Interest 
Less: Exempt (higher of): 58,000 
- V3 of (810,000 + 180,000) 
d 330,000 
-  58,000/1796 x 16% n 
j 00 d 
Accumulated balance (exempt) 54,588 — (330,000) A 
be 
__1,372,500_ 
2) Fund is not recognized 
Income from salary: 
Basic salary (70,000 x 12) 840,000 
Dearness allowance (10,000 x 12) 120,000 
Rent allowance (30,000 x 12) 360,000 
Ty 2011 
Basic salary (80,000 x 12) 960,000 
Dearness allowance (15,000 x 12) 180,000 
Rent allowance (35,000 x 12) 420,000 
1,560,000 
IY2012 
Basic salary (90,000 x 9) 810,000 
Dearness allowance (20,000 x 9) 180,000 
Rent allowance (40,000 x 9) 360,000 
Accumulated balance - Employer contribution 391,500 
- Interest 158,000 549,500 
1,899,500 
3) Government employee 
TY 2010 
Basic salary (70,000 x 12) 840,000 
| Deamess allowance (10,000 x 12) 120,000 
Rent allowance (30,000 x 12) 360,000 
| 1,320,000 
| wu 
| l 
(80,000 x 12) 960,000 
(15,000 x 12) 180,000 
(35,000 x 12) 420,000 
1,560,000 
(90,000 x 9) 810,000 
(20,000 x 9) 180,000 
360,000 


(40,000 x 9) 
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ION: 


ICAP PAST PAPER 


ed to claim exemption from tax on his foreign source Salary 


Question-1 3 j ‘ : 
Under what circumstances a resident individual is entitl 


E hojta i id? (4 
and when is the {reign tax treated as having been paid (Q.6(a) September 2005 


Question-2 2 
A nationalized bank after privatization has announced a Golden Hand Shake Scheme for its employees under which 
lump sum payments are proposed to be made to employees who opt for the scheme. Discuss the chargeability of 

a ts i loyees. (4) 
above amounts in the hands of employ: Moe September 2o 


Question-3 ’ aus 

Briefly explain the taxability or exemption of the following allowances or perquisites: 

(i) Leased motor vehicle provided to an employee, exclusively for his personal use. 

(ii) Medical allowance paid at 10% of basic salary. (6) 
(Q. 1 (a)March 2007) 


Question-4 = : 
A company intends to launch an Employee Share Scheme for its employee and for the purpose of educating 
gement wants to prepare a summary containing the taxability of the following: 


employees in this regards, the mana 

) Opt'on granted to an employee. 

(i) Disposal of the option to acquire shares under the employee share scheme, 

(iii) Shares issued to an employee under the option that are subject to restriction on transfer. 

Explain the timing and valuation aspects in respect of the above, with reference to the Income Tax Ordinance, 2001. 
(9) 


(Q.3 (b) March 2008) 


Question-5 
Mr. Waseem received an amount of Rs,50,000 as arrears of salary pertaining to the tax year 2011 in the tax year 
aseem under the Income Tax Ordinance, 2001 and what matters 
(4) 


2012. Discuss the options available with Mr. W. 


its 


should he consider in deciding the best option. 
(Q.2 (b) March 2008) 
Question-6 
State the provisions of Income Tax Ordinance, 2001 relating to foreign-source salary of resident individuals. — (3) 
(Q.6 (a) March 2014) 


Question-7 
Munir resigned from his employment with Ali Industries Limited (AIL) with effect from 31 December 2014. He 


received following amounts in final settlement: 
e  Rs.150,000 as Leave Encashment. 


© Rs4,000,000 under a Golden Handshake Scheme. 
Munir had received a salary of Rs. 350,000 per month for a period of six months upto December 2014, His taxable 


income and tax liability during the precedin; five tax years were as under: ] 
2012 2013 L 2014 
2,700,000 s 3,650,00 


Total taxable income (Rs) 2,450,000 
Totaltaxpaid — 90,000 | — 100,000 273,000 130,000 | 185.000. 
Required; 
As a tax consultant, advise Munir about the amount of income tax payable by him for the tax year 2015, under the 
Income Tax Ordinance, 2001, (06) 
(Q.3 March 2015) 
110 
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 Question-8 , 
ler the provisions of the Income Tax Ordinance, 2001 compute taxable income or loss, under the correct head of 


ai for tax year 2017, in following case: 
Under an employee share scheme, 30,000 shares of Dawood Limited were issued to Qamar, on 1 August 2013 for 
Rs. 30 each. According to the scheme, he was not allowed to sell/transfer the shares before completion of three years 
from the date of issue. The face value of each share is Rs. 10 per share. Fair market value of each share on different 
dates was as follows: 
[1 August 2013 | 30 June 2016 3iJuy20016 — |] 
Rs. 40 | Rs. 30 Rs. 50 J 
He sold 10,000 shares on 31 May 2017 for Rs. 65 per share. (04) 
(Q.3(a)September 2017) 


Under the provisions of the Income Tax Ordinance, 2001 compute taxable income or loss under correct head of 


income for tax year 20X8, in the following case: 
Hasrat has been working as Director HR in Shakir Limited (SL) for many years. During the tax year 20X8 he 
ived basic salary of Rs. 6 million. SL also contributed Rs. 50,000 per month towards a recognized provident 
fund, An equal amount was contributed by Hasrat. Interest income of Rs. 3,391,000 at the rate of 20% of 
(04) 


accumulated balance of the fund was credited to Hasrat’s account. 
(Q.2(c) March 2018) 


10 
jid retired from Sun Chemicals Limited (SCL) as a marketing manager with effect from 31 December 2019. He 


received the following amounts in final settlement from SCL: 
() Leave encashment of Rs. 600,000. 
i Rs. 4,000,000 from unapproved provident fund. 50% of this amount was contributed by Sajid. 
(iii) Un-approved gratuity of Rs. 2,500,000. 
He also acquired the vehicle, provided to him by SCL, at accounting written down value of Rs. 500,000. The market 
yalue of the vehicle at the time of retirement was Rs.2,000,000. 


m Income Tax Ordinance, 2001 and Rules made thereunder, discuss the tax treatment of the above benefits 
received by Sajid on retirement. (04) 
(Q.5 (b) March 2020) 


rexplain the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder relating to interest 


provided by an employer to its employee for marriage of his/her daughter. (02) 
(Q.4(b)(i) Mareh 2021) 


mber 20X1, Dr. Jamal resigned from his employment with General Hospital Limited. In January 20X2, 
following amounts in final settlement: 


Rs. 600,000 as leave encashment. 


Rs. 8,510,000 from recognised provident fund. 
Rs. 1,300,000 and Rs. 1,700,000 as salary arrears relating to tax year 20W9 and 20X0 respectively. 


had received a monthly salary of Rs. 500,000 from July 20X1 to December 20X1. His taxable income and 
during the preceding four tax years were as under: 
20W8 20W9 

2,800,000 3,200,000 
359,500 404,500 


| tax consultant, advise Dr. Jamal about the amount of income tax payable by him for the tax year 


he Income Tax Ordinance, 2001. (07) 
(Q.1(a) March 2021) 


[ 20x1 
4,800,000 
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Chapter 7: EE PER SOLUTIONS 
PA : indivi 
rcarpast dividual shall be exempt from tax if the individual pa, 
ident indivi , 
ived by a resident , f foreign- source salan, 
1 lary received ' in respect o 
ign-source salary fthesalary. ion income tax in resp e authority 
a indivi 

Q) — Aresident pia the salary by the Lee | [S.102] 
if tax has been withheld P employment was m 
the foreign country in w! d shake in a tax year may, by notice in Writing to 
2 f i of golden hand s as following formula, namely... 

MERO who has received an inia * e ted at the rate computed as per 

the Commissioner, elect for the ami 

[S.12(0)] C 

where- A/BY e for the three precedi 

mployee’s taxable incom ng 

A is the total tax paid or payable by the employee on the employ 
tax years; and " $ 

B. e employee's taxable income for the three preceding tax years. 

i of the fair market value of the motor vehicle at the commencement of the lease will be added in the 
salary income. s 3 N whol IIS ox 

il) Medical allowance is exempt upto 10% of basic salary, so in the given scenario whole amount is exempt, 
[S.39] 

Answer-4 

i) The value of a right or option to acquire shares under an employee share scheme granted to an employee 

acq 

» shall not be chargeable to tax, [S.14(1)] 

ii) Where, in a tax year, an employee disposes of a right or option to acquire shares under an employee share 
m the amount Chargeable to tax to the employee under the head “Salary” for that year shall include 
(S143) of any gain made on the disposal computed in accordance with the following formula, namely:- 
where — 


A is the consideration Teceived for the dis A f the ri, i 
p 2 is the employee's cost in Tespect of the Sight " UN IE and 
ii sl issued to a 
emote ta. Ph employee under an employee share Scheme are subject to a restriction on the 
no amount shall be chargeable to tax 
x to empl [7 1 i 
(i) the time the employee hag a free rj lle the head “Salary” until the earlier of - 
Ü the amount cone disposes of fhe sp ma or 
h argeable to thi : 
ae Yee has a free Tight tora gall be rat efi ine of tho po 
" d by an mici. OF disposes o; th 
given as considerati on given by the N € shares, as the case may 
Answers ion for the Of aright or option to aga the shares including any amount 


e shares, [S, 14(3)] 


amount as income 
: Option is that ie e 9f TY 2012 because it is Teceived in thi 
an Would hay due to S year. 
rendered, he ma Applicable i receipt of 
ve by i t e emploves ; 

Would have been ap mo. ‘iting to th e paid to him Ployee is Chargeable at higher rates of ta 

nea 12) S salary hy been pa; i> elect fo Year in which the services were 
Any feos eas in the tax year (Y's taxed at the rates of tax tha! 

 RN-Source 009) ; ^ 3 M 

foreign income tax y qe i in Which the services were 
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It will be assumed that resident individual has paid foreign i : x 
i l TE ign income tax on foreign-source salary if tax has been 
Su from the salary by the individual's employer and paid to the revenue authority of the foreign country. 


m x llowi lculati, 
Based on following calculations Mr. Munir should treat the gold ion-2) as i 
ald result in net saving of Rs. 544,950 (951,250 — "et len hand shake as separate block (Option-2) as it 


Mr. Munir 
Taxable Income and tax thereon 
; TY 2015 
Option-1 Treating golden hand shake in normal way 
Basic Salary [S.12(2)(a)] (350,000 x 6) 2,100,000 
Leave Encashment [S. 12(2)(a)] 150,000 
Golden hand shake[S.12(2)(e)iii)] 4,000,000 
Taxable income 6,250,000 
Tax (Table 2) (670,000 + 22.5% x 1,250,000) 951,250 
D ti hand sh s separate block 
Basic Salary [S.12(2)(2)] (350,000 x 6) 2,100,000 
Leave Encashment [S.12(2)(a)] 150,000 
Golden hand shake[S. 12(2)(e)(iii)] 4,000,000 
Total income 6,250,000 
Less: Golden handshake — taxable separately 4,000,000) 
Taxable income — under NTR 2,250,000 
Tax on above (Table 2) (90,000 + 15% x 450,000) 157,500 
‘Add: Tax on golden hand shake (4,000,000 x 6.22%) 248,800 
406,300 
Taxable income Tax 
TY 2014 3,650,000 185,000 
TY 2013 3,100,000 130,000 
TY 2012 x 2,700,000 273,000 
9,450,000 588,000 
Rate (588,000 / 9,450,000) 6.22% 
| e p n (Free right to transfer the shares acquired on 31 July 2016) 
| 
EMV of shares on receiving free right (30,000 x 50) 1,500,000 
i Consideration given by employee (30,000 x 30) (900,000) 
from salary 600,000 
n (Disposal of Shares on 31 May 2017) 
1 (65 x 10,000) 650,000 
Cost of shares (30 x 10,000) 
Amount charged under the head salary —— (600,000/50,000 x 10,000) 200,000 | (500,000 
am 150,000 


capital gain 
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Amsur? Rs(000) Rs(000) 
6,000 
la : 
a 7 i in above salary) 
- sae tribution (ignored being already included in a x. 
"on! 
mnl Contribution (50 x 12) 
Less: Exempt upto lower of: 10%) = 600 A E 
1/10 of Basic Salary (6,000 x 

Be 3,391 
Interest on provident fund 

i: Exempt upto higher of: T 
i Tot Basic Salary (6,000 / 3) 20 E 1 

> Interest @ 16% ((3,391/20) x 16) a 
Income from Salary ES 
Answer-10 


e 
Leave encashment of Rs. 600,000 is taxable under the hi 


Ned provident fund | 

Rs. 4,000,000 from Unapproved provident fund includes Rs. 2,000,000 Contributed by Sajid Which is an employee 

Contribution so no treatment is ired as the amount is paid from salary. maining Rs, 200,000 Probably 

comprise of principal and interest which is now taxable on Teceipt basis under the ry, 
EY il 


head income from sala 
i Rs, 2,500,000 will be exempt upto lower Rs. 75,00 i 
000 is lower than sone Hoga receivable of Rg 129 - 2,500,000 E 
included in taxable income is Rs, 2,425,000 (2,500,000 — 75,000), 


the amount to be 


et Value of Property at the time f fer | t 

Srl S Š Mes Of Vehicle at the time of fer ey 000, 0 an 
er is Rs, wo, the amount i i inc 

[OY none amount to be included in taxable 


Oyer to an Employee and no Profit (in 
1 rest on loan calculated ath 

m ench mark 

H Nothing win be added income if; x: 


14 
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A nswer-12 
erp 20X2 Salary taxation on receipt basis 
Salary (500,000 x 6) 3,000,000 
Leave encashment 600,000 
Recognised provident fund (Accumulated balance) b 
‘Arrears for 20W9 & 20X0 (1,300,000 + 1,700,000) 3,000,000 
Taxable Income —~6,600,000_ 
Tax liability [670,000 + (22.5% x 1,600,0000] 1,030,000 
- E Salary taxation on accrual basis 
Salary (500,000 x 6) 3,000,000 
Leave encashment 600,000 
Recognised provident fund (Accumulated balance) — 
Taxable income 3,600,000 
Tax liability [370,000 + (20% x 100,000] (A) 390,000 
m salary — 20X0 
‘As per question 3,800,000 
Received in TY 20X2 1,700,000 
Taxable income 5,500,000 
Tax liability [670,000 + (22.5% x 500,000] (B) — 782,500 
Income from salary — 20W9 
As per question 3,200,000 
Received in TY 20X2 1,300,000 
Taxable income 4,500,000 
Tax liability [370,000 + (20% x 1,000,000] (C) 570,000 
Conclusion 
Ifl use accrual basis (20X2 + 20X0 + 20W9) (390,000 + 782,500 + 570,000) 1,742,500 
If I use receipt basis (20X2 + 20X0 + 20W9) (1,030,000 + 300,000 + 404,500) 1,734,500 


8,000 


Tax savings (1,742,500 — 1,734,500) 
— lamal should select salary taxation on receipt basis as it results in tax savings of Rs. 8,000 
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PRACTİCE QUESTIONS 


Products (Pvt) Ltd (SPPL) for many year, $ 


Qüestibn-1 i as worked for Star » 
iestibn-1 ident in Lahore, Pakistan, has worked * jaw " 
Ms Fauzia, a resident in ore, i detailed below: ta . b 

t sided 30 June 2012, her income/receipts are 00,000 per month. Other perquisites given in cash or kin dike, 


(a) Her basic salary during the year was Rs. 1 n 


rms of her employment do not provig 


gm A medical allowance at 15% of her basic eile baer D ioo. e for 
cnini npr er | and personal use. SPPL had obtained the car by M 
wi y 


ii PPL provided her I 
i liat lease and its fair market value at the tim 


id duri 200,000. 
paid during the year were Rs. 200, 
(ii) ^ SPPL reimbursed her Rs. 20,000 per mon i 
(iv) SPPL gave her a loan of Rs. ei on I Jul 
interest on her account with i : s 
i .100,000 in lieu of her unavailed recreational I . 
ts c A employee award of SPPL in the form of a laptop having a fair market value of Rs, 
40,000. 4 | 
(vii) cer to the escalation of food prices, a lump sum amount of Rs. 50,000 was paid to her in June 2012, 
(viii) Zakat of Rs. 340,000 was paid under the Zakat and Ushr Ordinance, 1980. 


e of the lease was RS. 1,600,000. The lease st 
H 

th, being the school fees of her child. 
5 ly 2011 at 5% mark-up. Ms Fauzia, however, Waive te 


Additional information about employment . L 1 
(i) Ms Fauzia paid Rs. 50,000 for attending a training workshop to equip her with the latest audit 
techniques. 
SPPL did not reimburse this amount. A 
(i) ^ SPPL deducted tax of Rs. 30,000 from her salary paid during the year. 
Required: 
Compute Ms Fauzia's taxable income and her total tax payable for the tax year 2012. 


Question-2 
The following information is provided by Mr. Qureshi. 
a) Qureshi, a citizen of Pakistan, retired from the services of XYZ Private Ltd (XYZ) on 29 June 2007. On 
retirement, Qureshi was eligible to receive the following from XYZ: 
G) A monthly pension of Rs. 20,000 payable from 1 July 2007. 
Gi) Rs. 100,000 in lieu of unavailed privileged leave, 
(iii) Rs, 450,000 as a gratuity. The gratuity payable was under a gratuity scheme of XYZ, which is 
applicable to all the company’s employees. The gratuity scheme has been approved by the Federal 


n 1: 

(leave encashment) and gratui i Qureshi " 
pa X een) a ia d were paid by XYZ to shi on 5 July 2007. No taxes were deduct? 
Q) Qushi oraa np with Superior Steel Ltd (SSL) on 1 July 2007 as the factory accountant. I 
ra ie seeded y ER the following remuneration and benefits were received 

s i. Me monthly salary of Rs, 200,000, 
ii onthly allowan, i i E 
treatment. wances of Rs. 20,000 for housing and Rs. 30,000 each for utilities and medic 
Gii) A com 
(iv) Reimb 
(3) Asa Policy matter of SSL, whic! 


í al treatment or hospitalisation charges for Qureshi and his wife. 
into cach employee 


h is applicable to all employees, the basic salary for the month is deposit 
following month. The monthly allow" 

i SSL o" 
payable 


Rs 


d " 
1 August 2007 e the benefit of a car to Qureshi, a new Toyota Saloon was teken on lease bY 


for four years, If for an annual lease rental of Rs. 400,000 
1,200,000, the car had been purchased outright by SSL, the cash price would have be^ 


Ü 
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For the ended à 
(ii) aedis wits led 30 June 2008, SSL paid Rs. 210,000 as hospitalisation charges for the treatment of 
ain ode 3 June 2008, Qureshi was on vacation. On resuming his duties on 7 July 2008, he 
the vise y u thly allowances from the cashier for the month of June 2008. 
D ^ from the fi ly fluctuating power supply, SSL agreed to supply electricity to the apartment rented by 
i suspe tory generator. The electricity units consumed during the year ended 30 June 2008 as per 
e. E in the apartment, if purchased from an independent power company, would have cost Rs. 
(6) Qureshi paid Rs. 15,000 as Zakat under the Zakat and Ushr Ordinance, 1980 in the year ended 30 June 2008. 


Required: 
Compute the taxable income of Mr. Qureshi for the relevant tax year under the appropriate heads of 


Question-3 $ 
od Ee. i this Eon copus on today's date is 15 July 2009. 3 
o you i i iti i i unting year 
ended 30 June 2 um you by Mr. Moshin (M), a citizen of Pakistan, for his acco g y! 
(1) Mjoined the JMC Medical Centre Karachi (JMC) from 1 August 2008 on a five-month contract. His terms of 
provided for the following: 
(i) A basic salary of Rs. 300,000 per month. 
(li) A commission equal to 20% of the gross consultancy fees collected by JMC in respect of the patients 
referred to M. 
(iii) ^ Monthly cash allowances of: 
- 45% of basic salary for rent; and 
- 1096 of basic salary for medical. 
(iv) JMC and M each to contribute 8% of M's basic salary to the JMC Employees Provident Fund. The 
fund is not recognised by the Commissioner. 
(v) Free medical treatment for M and his wife. 
(2) The consultancy fees, collected by JMC for the period from 1 August 2008 to 31 December 2008 from the 
patients referred to M, was Rs. 3,900,000. 
(3) The following amounts were also received by M in the tax year 2009: 
From the JMC Employees Provident Fund (Fund). 240,000 
Rs. 120,000 was contributed by JMC and Rs. 120,000 was deducted from M's salary. 
(ii) ^ Consideration received for vacating the possession of a building occupied by him M 
had paid Rs. 600,000 to the previous tenant to acquire the possession of the building. 
1,000,000 
(4) On March 2009, on the occasion of Eid, JMC paid all their employees one month's basic salary as a bonus. 
JMC informed M, that though he was no longer their employee, as a special case, he would be paid a bonus 
of Rs. 150,000. M informed JMC that the Rs. 150,000 should not be paid to him but should be paid to the 
Poor Patients Unit managed by JMC. JMC paid the Rs. 150,000 to the Poor Patients Unit on 31 March 2009. 


k | Mpaid Rs. 27,000 as Zakat under the Zakat and Ushr Ordinance, 1980 in the year ended 30 June 2009. 


the taxable income of Mr. Moshin under the appropriate heads of income for the tax year 2009. 


: information is furnished to you by Mr. Cyrus Banaji for his accounting year ended 30 June 2007. 

On 31 December 2006, Cyrus, à citizen of Pakistan, retired from the employment of the Karachi branch of 
ABC Limited (ABC), a company incorporated under the law of a country outside Pakistan. Cyrus has been in 
of ABC since | January 1990 and on retirement he received: 

Rs. 1,000,000 from ABC as a gratuity. The amount received was not from any gratuity fund approved 
by the Commissioner or a gratuity scheme approved by the Federal Board of Revenue. 

Rs. 9,000,000 from the ABC Employees Provident Fund being the accumulated balance in his 
account of the fund. The fund has been recognised by the Commissioner. 
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PRACTICE QUESTIONS’ SOLUTION 
er- 
ncome from sa Eu 

Basic salary (100,000 x 12 1,200,000 
Medical allowance (15% x 1230000) (8.122) (9) 180,000 

Less: Exempt upto 10% of 1,200,000 [2™ Sch. Cl. 139] (120,000) 60,000 
Perquisite representing car (1,600,000 x 5%) [S.13(3)] 80,000 
Reimbursement of child's school fee (20,000 x 12) [S.12(2)(d)] 240,000 
Encashment of recreational leave [S.12(2)(8)] 100,000 
Fair market value of laptop [S. 13D] 140,000 
Lump sum amount for food L 50,000 
Total income 1,870,000 
Less: Zakat Paid (340,000) 
Taxable income 1,530,000 
Tax Liability (Table 2) (30,000 + 10% x 330,000) 63,000 
Less: Tax deducted u/s 149 30,000) 
Tax Payable/(Refundable) -33,000 


items not included in the computation of taxable income 

() As Ms. Fauzia waives the interest on her account with SPPL there! 
to her at lower than the benchmark rate will not be included in calculating tax: 

(i) No deduction is allowed under the head “Income from Salary” therefore Rs. 


fore the interest benefit on loan provided 
able income. [S.13(7)] 
50,000 for training workshop 


will be ignored. 
Answer-2 
(a) Mr Qureshi 
Taxable Income and Tax Thereon 
Tax year 2008 
Rs. 
Income from Salary 
From XYZ Private Ltd: 
Pension Rs. 240,000 (Rs. 20,000 x 12 months) — exempt from tax (Note 1) p” Sch. CI. 8] . 
Payment in lieu of unavailed leave [S.12(2) (a)] 100,000 
Gratuity (450,000 — 300,000) [2 Sch. CI. 13iii)] 150,000 
Basic salary — Rs. 200,000 x 11 months [S.12(2)(a)] 2,200,000 
Allowances (Note 2) 
= Housing — Rs. 20,000 x 12 months [S.12(2)(c)] 240,000 
- Utilities — Rs. 30,000 x 12 months — [S. 12(2X(c)] 360,000 
=  Medical- Rs.30,000 x 12 months — [S.! 2(2)(c)] (taxable as reimbursement is as per term:) 360,000 
Benefit of company maintained car (5% of Rs. 1,200,000) x 11/12 [S.13(3)] 55,000 
Benefit of free hospitalisation — Rs. 210,000 — exempt from tax (Note 3) fa Sch. CI.139] = 
Free electricity [S.13(6)] 123,800 
Total income 3,588,800 
Less: Zakat paid [S.60] (15,000) 
Taxable income 3,573,800 
tion of i ax payable 


(1) The Rs, 240,000 (Rs. 20,000 x 12) received by Qureshi from XYZ Private Ltd (XYZ) as his pension for the 
twelve months from July 2007 to June 2008 is his salary income for the tax year 2008and 3 exempt since he 


isa citizen of Pakistan, [2" Sch. Cl. 8] 


do 
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Chapter 7: Income from Salary 
it is made available to the person. The allowa, : 


herefore treated as having been received by Tg We 
P In j, ^l 


if 
s ived an amount, 1 
treated as having rece Yat noe and are t 


(2) A person is lable to Qureshi in June 


thus made avai t of Mrs Qureshi i 
2008. [S. 69] talisation charges for the treatment Qureshi is Exempt from, 


Rs. 210,000 paid by SSL for the oep terms of employment of Qureshi. It is assumed that the 


3 ith th B n Nationa) “\ 

Uo ast et " ST ped SSL has certified and attested the hospital bill. [2"* Sch, c4 139)" i 
number of the hosp! 
Answer-3 Mr. Moshin 
Taxable Income and Tax Thereon 
Tax year 2009 
Computation of taxable income Ry, 
Income from salary 
JMC Medical Centre (JMC): 
ed salary for five months [ S. 12(2) (a)] (300,000 x 5) 1,500; 
Commission : s. EASI (20% of Rs. 3,900,000) 780,00) 
Rent allowance - 45% of Rs. 1,500,000 S. c 67509 
Medical allowance - 10% of Rs. 1,500,000 (Note 1) 150.09 
Contribution of JMC to the employees provident fund (Note 2) 120,00 
Bonus [S.12 (2)(a)] (Note 3) 150,009 
3,375,00) 

Income from other sources 
Consideration for vacating rented building | [S.39(1) (k)] (1,000,000-600,000)/10 40,000 
Total income 3,415,007 
Less: Zakat [S.60] (27,000) 
Taxable income 


3,388,000 
—— 
Notes referred to in the com: utation of income and tax payable 


(1) eee of employment provide for free medical treatment. Therefore, the medical allowance is fully 
able. 


(2) Asno interest is given so only employer contribution is taxable. 
e An amount is treated as received by an employee from any employment regardless of whether the amount i 
paid or provided by a past employer or a prospective employer. Furthermore, a person is treated as having 


received an amount, inter alia, if the amount is applied on behalf of the person, at the instructions of the 


Person, 
Answer-4 
Mr Cyrus Banaji 
Taxable Income and Tax Thereon 
Tax year 2007 
From ABC: ^ 
Consideration for agreeing to a restrictive cove: 
nant [S.12(2 ooo 
Gratuity 2" Sch. CI. 13(i)] [rage 5 
1,000,000 
Less: Exempt upto lower of: 
- as of 1,000,000 
- 75,000 25,00 
- (5000 99 
ic salary $.12 500,0 
"e M M saa (Rs. 250,07 x 6 months) ENS 07" 
x Ies. 
e uer (Rs. 25,000 = 6 months) 
Benefit of compan (Rs. 45,000 x 6 months) 


(5% of Rs. 2,000,000) = 6/12 


Taxable Income PISAD] (Note) (250,000 — 100,009) 
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apt ; Income trum Satary 
tems not in ded in the computation of taxable income 3 " 
The accumulated balance due and becoming payable to an employee participating in a recognised provident 


Q fund is exempt from tax. 

Notes referred to in the computation of taxable income and tax payable i ^ 1 

(2) Where any asset is transferred by an employer to an employee, the amount chargeable is the fair market fens 
(FMY) of the asset as reduced by any payment the employee. The car purchased by Cyrus for Rs. 100, 


was sold by him within two days of its acquisition for Rs 250,000. It is, therefore a FMV of the car on Ux 
date of its transfer. Rs. 150,000 being the difference between the FMY (Rs. 250,000) and the payment made 


by Cyrus for the car (Rs. 100,000) is chargeable to tax as salary income. [S. 13(11)] 


Scanned with CamScanner 


‘Scanned with CamScanner 


‘Scanned with CamScanner 


is working as a Commercial Manager in Airmen Engineering Limited (AEL), an unlisted public 
for the past many years. He derived following emoluments during the tax year ended 30 June 20X. 


ibove, Mukarram was also provided the following: 
company maintained car for both business and personal use. This car was provided to him on 1 July 
4 in replacement of his previous car. This car was purchased three years ago at a price of Rs. 
00,000. However, the fair market value of the car on 1 July 20X4 was Rs.800,000. On 1 September 
(4, in accordance with the terms of his employment, AEL transferred the previous car to Mukarram at 
value. The market value of the car at the time of transfer was Rs. 400,000 whereas its book value was 
200,000. On 1 June 20X5, Mukarram sold this car to his neighbour at a price of Rs. 350,000. 
air-conditioners and a washing machine for use at home. The combined book value of these 
es was Rs. 300,000. The appliances are returnable to AEL after three years’ time. AEL charged 
depreciation on these appliances, 
1 January 20X5 AEL sold an item of inventory to Mukarram for Rs. 12,000. The net realizable value of 
‘item of inventory at the end of 1 January 20X5 and 30 June 20X5 was Rs.22,000 and Rs. 24,000 
xectively. AEL had acquired it in July 20X4 at a cost of Rs. 35,000. 


ions of the Income Tax Ordinance, 2001 and Rules made thereunder, compute the taxable income 
or tax year 20X5. 
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INCOME FROM BUSINESS 


1. Income from business [Sec. 18] 

2. in computing income chargeable under the head “Income from Business” [Sec. 
2 

3, Deductions not allowed [Sec. 21] 

4, Depreciation [Sec. 22] 

5. Initial allowance [Sec.23] 

6. First Year Allowance [Sec. 23A] 

7. Accelerated depreciation to alternate energy projects [Sec. 23B] 

8. Intangibles [Sec. 24] 

9. Pre-commencement expenditure [Sec. 25] 

10. Scientific research expenditure [Sec. 26] 

11, Employee training and facilities [Sec. 27] 

12. Bad debts [Sec. 29] 

13, Method of accounting [Sec. 32] 

14, Cash-basis accounting [Sec. 33] 

15. Accrual-basis accounting [Sec. 34] 

16, Stock-in-trade [Sec. 35] 

17. Profit on debt, financial costs and lease payments [Sec. 28] 

18. Disposal and acquisition of assets [Sec. 75] 

19. Cost [Sec. 76] 

20. Consideration received [Sec. 77] 

21. Purchase of immoveable property in cash [Sec 75A] 

22. Speculation business [Sec. 19] 

23. Minimum tax on the income of certain persons [Sec. 113] 
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CHAPTER 8 
INCOME FROM BUSINESS 


Definition i 
“pusiness” includes: 


any trade, commerce, manufacture, profession, vocation or 
e adventure or concern in the nature of trade, commerce, manufacture, profe 
but does not include employment; 
Before staring we should know some basics: 


E 
ssion or vocation, 


Income 
From 
se Business AS 
Incomes Deductions, 
p xL 
Chargeable Exempt Allowed Not allowed 


s is also taxable. There 


Distinction of business with employment 
ts were used to decide 


Business is an activity with the objective of earning pr 
is a clear distinction between the income from business an 
whether activity was business or employment. 

(a) Whether the taxpayer (assesse) is doing his o' 


(b) If taxpayer is working for number of persons, 
it is a business. 


(c) If the work is done by a Company or a Firm, 
d) If taxpayer is dealing with his own goods/services (independently) it is business. 


all be 


ofits. Income from illegal busines: 
d employment, Following tes 


wn work or is working for other. 
it indicates that the he is carrying on à business. 


Income from business [Sec. 18] 

(1) The following incomes,(other than exempt i 
chargeable under the head “Income from Business”: 

a) the profits and gains of any business carried on by a person at any time in the year; 

Only real profits are taxable. Therefore gain arising on revaluation of fixed assets/investments/foreign 


currency is not taxable. 
Similarly impairment loss is also ignored for tax purpose. 
(b) income of any trade/professional association from the sale of goods or rendering of services to its ` 


members: 
[ For example, annual membership fee charged by 
Further it is clarified that income derived by co 


ncome and incomes falling under final tax taxation), sh 


ICAP to its members for rendering various services. 
-operative societies from sale of goods, 


Explanation - 
immoveable property or provision of services to its members is taxable. 
c) any income from the hire of tangible movable property; 
ctm rent a car business. Note: Rent of immoveable property falls under *Income from Property" 
present, or prospective business relationship. 


(d) the fair value of any benefit, derived during a past, 
Explanation.- The word ‘benefit’ includes any ‘benefit from waiver of profit on debt or the debt itself 


Ti means that if a person has obtained a loan from bank and later on he is not able to repay and as a 
consequence of which bank waives the requirement to repay. then this benefit will be treated as income. 


(e) management fee derived by a management company. 
d by a person, where person's business is to derive such 


(2) Any profit on debt (interest income) derive: 
income, shall be chargeable under the head “Income from Business" instead of “Income from Other 
Sources". 

[ So, the income of the bank is taxable as “income from business” and not as “income from other sources”. 
“profit on a debt” whether payable or receivabl 
(a) Any profit, interest, discount, premium payal 
on debt; or 
Return of capital means divi 
(b) Any service fee on a debt, including fee 
[Clause 46 of section 2] 


le, means — 
ble due to a debt. However return of capital will not be a profit 


idend which is obviously not an interest. 
paid for credit facility not utilized; 


126 


mm-— 
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Example-1 
Following is the detail of tax i 
es i 
Property tax paid by Lite Ltd. for the purpose of his business: 
Income tax - In Pakistan 20,000 
15,000 
12,000 


- In Foreign count! 
p oe on fleet of cars Sud by it 
of the above sh: - 
E shall be allowed as deduction? ET 
Only property tax and token tax sh 
B of business, x shall be allowed as a deduction because they are not based on profits 
(p tax deducted from an amount earned b; 

c ) y the person; 
any expenditure from which the person is parted 
allowed if the person has deducted and paid the tax a: 
The disallowance in respect of purchase of raw material and fini: 


to collect or deduct tax, However deduction will be 


s required by the law; 
shed goods shall be upto 20% of 


purchases. 
If the tax is recovered by tax authorities, it will be assumed as paid. 
x on payment of salary, rent, prokerage/commission, profit 


Normally a person is required to deduct ta: 
on debt, payment to non-resident, payment for services. 
ounting to Rs. 1,000,000 on which tax is not 


Example 
‘Azhar Ltd. has paid salaries to his employees am 
deducted, Azhar Ltd. cannot deduct salary expense in computing taxable income from business. 


[ Question 
d J. has provided the following data relating to his business: 
Rs. In 000 
Sales 5,000 
Less: Purchases — Raw Material (1,000) 
Salaries (300) 
Rent Expense (150) 
Prize awarded to customers for sales promotion G0) 
Net Profit 3,520 
J. has not withheld the tax on purchases amounting to Rs. 700,000. Further no tax was deducted on 
payments for rent and prizes. 
ired: Calculate income from business? 
our computation should start from sales figure. 
Rs. in “000” 
: 5,000 
Purchases - R.M (Total as per question — Disallowed) - (1,000 — 200) (800) 
Salaries Ieee 
lle income SRE 
700 


not deducted 
x 


of: 
Purchases on which tax is 
purchases (1,000 20% 


unt of supplies (sales) for products listed in 


yn paid/payable exceeding 0.2% of the gross amo 
hedule of the Sales Tax Act, 199! der ie 4 : 
tion if person is appearing in Active Taxpayer List 


0, 
commission will be allowed a5 deduc! 
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(d) 


(e) 


(5 


Question A H d 
Mr. Taimoor is selling the juice products listed in 3"! schedule of Sales tax Act, 1990: 
He has provided you with the following details for TY 2020: 
Rs 
Sale 5,009 
Commission 3 is | 
Calculate his income for TY 2020 assuming: | 
1) His name is appearing in ATL 
2) His name is not appearing in ATL 
Answer : 
1) 
Rs, 
Sale 5,000 
Less: Commission (15) 
4985 | 
2) | 
E Rs. 
Sale 5,000 
Less: Commission (allowed lower of): 
- Actual =15 | 
- 0.2% of 5,000 = 10 (10). 
4,990) 


entertainment expenditure exceeding such limits as may be prescribed; 

Rule 10 of Income Tax Rules, 2002 

Entertainment expenditure- 

(1) A deduction for entertainment expenditure shall be allowed if the expenditure is incurred wholly 
and exclusively for the purposes of business and is- 
(a) incurred outside Pakistan on entertainment for business transactions or where 


expenditure is allocated as head office expenditure; 
(b) incurred in Pakistan on entertainment of foreign customers and suppliers; 
(c) incurred on entertainment of customers at the person's business premises; 
(d) incurred at a meeting of shareholders, agents, directors or employees; or 
(e) incurred at the opening of branches. 


(2) A deduction will be allowed where expenses is incurred on persons related directly to 
business. Ë b 
(3) In this rule, “entertainment” means the provision of meals, refreshments, and reasonable leisure 


facilities in accordance with the traditions and norms of business in Pakistan. 
any contribution made by the person to a fund that is not: 
e arecognized provident fund 
e an approved pension fund, 
* an approved superannuation fund, or 
o an approved gratuity fund; 
rson has 


iden established for the benefit of employees, if the per? i, 


not made effective arrangements to secure that tax will be deducted (u/s 149) from any payments 
by the fund, 
Explanation(e) and (f) 
> Any contribution made to a recognized provident fund, approved pension fund, approved ver if he 
Superannuation fund, or approved gratuity fund shall be allowed as deduction to the taxpay 
has made effective arrangements for the deduction of tax on payment made by fund.. ident fund: 
> No deduction shall be allowed to a person for contributions made to unrecognized E 
unapproved pension fund, unapproved superannuation fund, or unapproved gratuity func. 


—1 
| 
| 
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penalty E 2 the person for the violation of any law, rule or regulation; 

^ jovernment such as penalty for not paying income tax or penalty for not 
on. 

ble expense because itis 


Fine pena i 
fulfilling the requirements of Companies Act, 2017 are not allowed as deducti 


However the penalty for not fulfilling a business contract will be a tax allowal 


not a violation of any law, rule or regulation. 
w any personal ex] nditures incurred by the person; 
T refers to drawings. J 
[o any amount carried to a reserve fund or capitalized in any way; 
@ any profit on debt, brokerage, commission, salary or other remuneration paid by an association of 
persons toa member of the association; 
a transaction paid under a single account head whose total exceeds Rs. 250,000, 


any expenditure for 
however if the payment is made through following modes the deduction will be allowed: 


o crossed cheque drawn on a bank 
o crossed bank draft or pay order or 
o any other crossed banking instrument sl 


howing transfer of amount from the business bank account of 


of payee as well as 


3 the taxpayer: 
urs fer of payment from the business account of the payer to the business account k 
len! ugh credit card shall be treated as transactions through the banking channel, if the transaction 


js verifiable from the bank statements of the payer and the payee: 
4 ‘Above provision shall not apply in case of: 
(a) expenditures not exceeding Rs. 25.000; 
ditures on account of — 
(i) utility bills; 
(ii) freight charges; 
(iii) travel fare; 


(iv) postage; and 
v) p ent of taxes, duties, fee, fines or any other statuto: obligation; 
d payments in cash. You are required to calculate 


ion: A company made all the below mentione: 
allowed under the head income from business? 


the amount of deduction which will not be 
Expense expense expense 
[ 18,000 | 115,000 
| | 24,000 | 120,000 


118,000 


126,000 


12,000 
3,000 


| 


wer: Following amounts will not be allowed as deduction 
0+ 34,000 + 36,000 + 43,000 234,000 


42,000+33,000+46,00 
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(m) any salary paid exceeding Rs. 25,000/month otherwise than by: 


e a crossed cheque or : 
e direct transfer of funds to the employee's bank account 


Questi i its 
uestion: A company made following payments to i ) 
amount of deduction which will not be allowed under the head income 


employees. You are required to calc, 
from business? 


nder 
i Abu bakar Umer | Usman 
m 21,000 | 32.000 38,000 
+ 21,000 | 32,000 38.000 
3 21000 | 32,000 | — 38.000 
[4 21,000 | 32,000 | 38.000 
E 21,000 | 32.000 38,000 
Total 105,000 | 160,000 190,000 Vs 


As per the policy of company the monthly payment of salary below 34,000 is made in cash and other] 
ayments are being directly transferred to bank account of employee. 
Umer 


Answer: Following amounts will not be allowed as deduction 
(32,000x5) | 160,00 


Example illustrating S.21 (c) and (m) To which employee the salary paid will be allowed as deduction? 


Employee Mr.A Mr. B Mr. C 
ny = month 60,000 70,000 80,000 


I E payment Cash Cheque Cheque 
ax deducte Yes No Yes 
| | Allowed as deduction? No No Yes | | 


(n) any expenditure paid of a capital nature. However depreciation or amortization deductions will be allowed. 


(o) Any expenditure in respect of sales promotion, advertisement and publicity in excess of 1096 of turnover paid 
by pharmaceutical manufacturers. 


Example |S. 21(0)] Mr. Anjum a pharmaceutical manufacturers has provided the following details: 
Sale E 5,000 
Advertisement : (800) 
Salaries (900) 
- 3300. | 
Calculate his income for TY 2020 assuming: | 
a) We start from sale 
b) We start from profit | 
Answer | 
2 Income from business R 
S. 
: vertisement 500) | 
Salaries k 
A ,ó 
(W-1) Advertisement allowed Lower of —— 
- Ag 
800 
10% of sale (5,000 x 10%) $00 | 
if ‘rom bi 
Pitucome from business Rs. | 
Lus d y 3,300 
55: Advertisement Disallowed (Total — Allowed) (800 — 500) "300 
A — 360. 
7 Actual t 800 


10% of sale (5,000 x 1094 E 


PERI 
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(p) Any expenditure on account of utility bill in excess of prescribed limits. 
(q) Any expenditure of industrial undertaking for sale made to a person who is not reg! 

1990. Formula is as below: 

(A/B)x C 

Where- 

A is deduction claimed; 

B isthe turnover for the tax year 

C is sales (exclusive of sales tax and federal excise duty) made to a person who is not registered under the 

Sales Tax Act, 1990 where sales equal or exceed Rs. 100 million per person: 

Disallowance shall not exceed 1096 of total deductions claimed under this part: 

The Board may, exempt persons from this clause. 

This clause shall come into force from the first day of October 2020. 
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istered under Sales Tax Act, 


Question 
Mr. X has provided the following data relating to his business: RS 
, In 
million 
Sales (480 million to registered, 110 million to Mr. A unregistered, 10 million to Mr. B unregistered) 600 
Less: — Expenses (320) 
Net Profit 280 
Required: Calculate income from business? 
Solution 
Starting from sale 
Income from business Rs. in *007 5 
Sales 600 
Less: Expenses (320 —32) = (288) 
Taxable income 312 
(W-1) Expense disallowed 
Lower of: 
- 320/600x 110 59 
- 10% of 320 32 
Solution 
Starting from profit 
Income from business Rs. in “000” 
Net profit 280 
Add: Expense not allowed 32 
Taxable income 312 
(W-1) Expense disallowed 
Lower of: 
-  320/600x 110 59 
pENEENEESO320 LL ————— 32 
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Division IH 
Deductions: Special Provisions 


fethod to be used is written down value. 
idual value given in the question will be ignored. in 
A If the asset is eligible depreciable asset, then in the first year initial allowance as well as normal depreciation 
' willbe charged and in subsequent years of use only normal depreciation will be charged. 
4, Ifthe asset is not an eligible depreciable asset, then in the first year and subsequent years of us 
jation will be charged. 
In this section,- 5 
sepreciable asset” means any tangible movable property, immovable property (other than unimproved 
Jand), or structural improvement on immovable property, owned by a person that — 
(a) has a normal useful life exceeding 1 year; 
(b) is likely to lose value as a result of normal wear and tear, or obsolescence; and 
(c) is used wholly or partly in deriving income from business, 
but shall not include any property for which full cost of asset is allowed as deduction in the year of purchase; and 
structural improvement” in relation to immovable property, includes any building, road, driveway, car 
park, railway line, bridge, tunnel, airport runway, canal, fence, water or sewerage pipes, drainage, landscaping 
or dam. 
In case a depreciable asset is jointly owned by a taxpayer and an Islamic fin 
SBP or SECP due to an arrangement of Musharika financing (or diminishing Musharika finan 
considered as wholly owned by the taxpayer. 
q ‘A depreciation deduction shall be allowed on depreciable assets used by a person. 
(2) The 


ation is calculated by applying the rate on opening WDV of the asset. Following are the rates: 
Rate of 


depreciation 


e only normal 


05 


ancial institution licensed by the 
cing), the asset is 


Buildings (All types) 
"Furniture and fittings, Plant and machinery — general, Motor vehicles and ships, Technical and 


ional books 
and allied items including printer, monitor and IT related plant and machinery 


30% 


and aero engines 30% 
jable asset is used in the person’s business for the first time in a tax year commencing orf ès after the 1 
of July 2020 depreciation deduction shall be reduced by 50%. 

‘written down value at the beginning of the tax year shall be — 

in the year of acquisition, the cost less initial allowance; or 

in next years, the cost less total depreciation deductions (including any initial allowance). 

Explanation: Where any building, furniture, plant or machinery is used in a business whose income is 
exempt, depreciation shall be allowed for the said tax year and after expiration of the exemption, 
WDY of asset shall be calculated after reducing total depreciation deductions (including any initial 


i set, no depreciation shall be allowed in the year of disposal and— 
_ ifthe consideration is greater than the WDV, the additional amount will be chargeable to tax. 
if the consideration is less than the WDV, the difference shall be allowed as a deduction. 
ble asset is used in the person’s business for the first time in a tax year commencing on or after the 
july 2020 depreciation deduction equal to 50% of the rate shall be allowed in the year of disposal. 
an asset is used partly in deriving income from business and partly for another use: 
the depreciation will be allowed on proportionate basis. 
‘the WDV of the asset shall be computed assuming asset is wholly used for business. 
asset is used partly in deriving income from business and partly for another use, the WDV of the 


the time of disposal shall be increased by the amount of deduction not ailowed in the previous 


I depreciation and initial allowance during ownership shall not exceed the cost of the asset. 
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(13) 


(14) 


(a) the cost of passenger transport vehicle (not plying for hire) shall not exceed Rs, 2.5 Million 
Where the cost of passenger transport vehicle (not plying for hire) is restric; 
"d 4 


Rs, 2,500,000, the consideration received on disposal shall be calculated as follows 


AxB/C 
A is the amount received on disposal of the vehicle; 
B Rs. 2,500,000; and 
c is the actual cost of acquiring the vehicle. [S. 22(10)] 


Example 
BTL Itd. disposed one of its vehicles for Rs. 3,000,000 in tax year 2022. The vehicje W 
Was 


purchased in tax year 2021. Cost of the vehicle was Rs. 2,800,000. Compute the amoun f 
taxable gain. à 


Solution 
Consideration on disposal [3,000,000 x (2,500,000/2,800,000)] 


Less: Tax Written down value on Disposal [W] 
Taxable gain on disposal 
Working 


Tax Written down value (WDY) 
2,500,000 


Restricted cost (tax year 2021) 
Less: Depreciation -Tax year 2021 (2,500,000 x 15% x 50%) (187,500). 


WDY (30.06.2021) 

Less: Depreciation -Tax year 2022 (2,312,500 x 15% x 50%) 
WDY at disposal 
(b) the cost of immovable property or a structural improvement shall not include the cost of tl 
(c) an asset owned by a leasing company and leased to another person is treated as used in lessor's 


he land; 


business; 
The depreciation allowed to a leasing company shall be deducted only against lease rental — income 


(d) if consideration received on the disposal of immovable property exceeds the cost, the consideration 
shall be treated as the cost. 


Example 
A company disposed off its factory building for Rs. 10,000,000. Cost of the building at the 


time of acquisition was Rs. 8,000,000 and written down value of the building at time ol 
disposal is Rs. 6,500,000. Compute the gain/(loss) on disposal. 


Solution 
10,000,000 


Consideration " 

Less: Tax Written down value: 

Cost 10,000,000 

Less: Accumulated depreciation (8 Mill- 6.5 Mill) (1,500,000) ,000) 
E )0,000 | 


Taxable gain on disposal 
If a person exports or transfers out of Pakistan a depreciable asset used in Pakistan, it will be 
erson has di: for a consideration equal to the cost of the asset. ——1 


assumed that 


le iD | 
575,000. Cost ° 
ute thë 


Example y 
Safi Ltd. exported its special plant and machinery to Safi overseas inc. in USA for Rs. 4, 
Safi Ltd was Rs, 3,958,000 and written down value at time of disposal was Rs. 2,657,000. Comp 


gain/(loss) on disposal. 
Consideration (Restricted to cost of asset) 


Less: Tax Written down value (W) 
Taxable gain on disposal 
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: it is to be used in tax numerical for fixed assets: 


g profit 


ing depreciatlon/accounting amortization 

! loss on sale of fixed assets/intangibles 
jin on sale of fixed assets/intangibles j 

depreciation/ amortization 

g gain on sale of fixed assets/intangibles 

loss on sale of fixed assets/intangibles 


following are the rules for calculating tax depreciation depending on “date of purchase” of depreciable 


je of Depreciable asset 


Year of purchase | Year of disposal 
Full year depreciation will be No depreciation will be 
allowed allowed 

50% factor will be applied 50% factor will be aj 


Sec.23] 
on, "eligible depreciable asset" means a depreciable asset other than — 
oad transport vehicle (however the vehicle plying for hire is an eligible depreciable asset); 
niture, including fittings; 
ntor machinery that has been used previously in Pakistan; or 
‘or machinery for which full cost of asset is allowed as deduction in the year of purchase 
ving are the examples of eligible depreciable asset (it should not be considered as an exhaustive 
list of eligible depreciable assets): 
Newly purchased plant and machinery in Pakistan 
Used (second hand) or newly purchased plant and machinery from outside Pakistan 
Road transport vehicle which is plying for hire (If a company has provided cars to its employees, 
it is a road transport vehicle and it will not be treated as an eligible depreciable asset) 
Computers 
es an eligible depreciable asset in to service in Pakistan for the first time in a tax year a 
‘be allowed (hereinafter referred to as an "initial allowance") at 25% for plant and machinery 
the asset. The asset should be used for the purpose of business. 
nce deduction will be allowed within the later of: 
ne the asset is used or 


in which commercial production is commenced. 
fully allowed as deduction even if the asset is not wholly used in business. 


ermine the cost. 
ed to a leasing company or a bank sha 


| pl: 


ll be deducted only against the lease rental 


Examples of not plying for hire are: 
e. Dawlance has provided a car to its 
sales manager 
e RISE has provided a car to a 
teacher teaching audit. 
Initial allowance will not be 
allowed 
e Cost will be restricted to Rs. 2.5 
million 


amples of plying for hire are: 
© Daewoo bus 
e New khan bus 
^e A bus taking passengers from 
asur 
Initial allowance will be allowed 
Cost will not be restricted to Rs. 
2.5 million 
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| Chapter 8: Income from Business : 
Some practice questions for depreciation E 


Question-1 [S.22 2) J ; . 50,000. Calculate depreciation for 20) 
Mi vm furniture on 13-May-2021 costing Rs, 50,000. Cal P TY 209) 
2022, 2023. | 
Answer-1 E n 
50,0007 
Cost (13-May-2021) | 
D erent (TY 2021) (50,000 x 15% x 50%) 
WDY (30.6.2021) 
Less; Depreciation (TY 2022) (46,250 x 15%) 
WDV (30.6.2022) 
Less: Depreciation (TY 2023) (39,312 x 15%) 
WDY (30.6.2023) 
Que: - 
We veces a building costing Rs, 425,000 on 15-May-2021, Building is sold for Rs. 200,000 on January 
15, 2023. Calculate depreciation for the year 2021, 2022 and 2023 and also calculate tax gain/loss on | 
disposal. 
Answer-2 
Cost (15-May-2021) 
Less: Depreciation (TY 2021) (425,000 x 10% x 50%) 
WDV (30-Jun-2021) 
Less; Depreciation (TY 2022) (403,750 x 10%) 
WDV (30-Jun-2022) 
Less; Depreciation (TY 2023) (363,375 x 10% x 50%) 
WDY (at disposal) 


Gain/loss on disposal of building 


Consideration received 
Less: Tax WDV 
Tax loss on disposal 


uestion-3 
We purchased a building for Rs. 425,000 on 13-May-21 building is used 70% in busi id 30% personal 
E putent F D 3096 persona 
Building is sold for Rs. 200,000 in TY 2023. Calculate depreciation f far ended 202], 2022 and 2025 
and calculate tax gain/loss on disposal. id Ne 2021, 2022 and? | 


carne Business Private 
Cost ~en eC G9»— 
7 Aa 5,000 

Less: Depreciation (TY 2021) (425,000 x 10% x 509 2 E 
WDV (30-Jun-2021) 5330) e 250) 14,875 6,375 
Less: Depreciation (TY 2022) (403,750 x 10% > 4 
WDV (30-Jun-2022) 9 e) 28,263 12,112 
Less: Depreciation (TY 2923) (363,375 x 109 : } 
WDV (30-Jun-2023) PIS TO x SOM) 18,169 12,718 5,45! 
Gain/loss on disposal -.—345206 _ 
Consideration received Rs. Rs. ; 
Less: Tax WDV —— 200,00! 

A Depreciation not allowed 345,206 

2022 

6,375 
ees 12,112 


5451| _ (369,144 
(169,144) 


n 137 E. 
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Mr. Harri has purchased a building costi 
MES Calculate & costing Rs. 4,675,000 on | October 2020. The building is disposed of i 
Depreciation for TY 2021 and 2022; ang i eg ovi 


p) Tax gain/ (loss) on disposal if consideration for di ^ 
| or disposal is Rs, 7,000, 
. + 7,000,000. 


a) 


Cost - 
Les: Depreciation (30.6.2021) 4 4,675,000 
,675 675, 
E Depreciati (30.6.2021) (4,675,000 x 10% x 50%) (233,750) 
Less: reciation (30.6.2022) 44. 4,441,250 
WDV (30.6.2022) (4,441,250 x 10% x 50%) (222,063) 
b) " A " 4,219,187 
Consideration received senec mr 
| Less: Tax Written Down value 7,000,000 
| Cost 
iati 7,000,000 
I Accumulated Depreciation (4,675,000 — 4,219,187) (455,813) (6,544,187) 
n 455,813 
from Q.4 Mr. Harris disposed of the building in TY 2022 for Rs. 2,000,000. Calculate gain/(loss)? 
ration received 
Tax Written Down value rene 
(2,219,187) 


z has purchased a building costing Rs. 6,800,000 on 1 September 2020. Building is disposed of on 1 
2021 for Rs. 6,600,000. Calculate depreciation for first 2 years of use and tax gain/loss on 


6,800,000 
D iation (30.6.2021) (6,800,000 x 10% x 50%) (340,000) 
(30.6.2021) 6,460,000 


(30.6.2022) (6,460,000 x 10% x 50%) (323,000) 
6,137,000 


Depreciation 
disposa. 
6,600,000 


(6,137,000) 
463,000 


000 on 1 February 2021. After using it for | year it is exported 


ired i i . 300, 3 
furniture costing Rs 000, Calculate gain/(loss)? 


22 to Nepal against a consideration of Rs. 70, 
300,600 
b (256,687) 


43,313 


DV at the time of di posal 

300,000 
15% x 50%) (22,500) 

Depreciation (30.6.2021) (300,000 x 15% x 2070, 271,500 


VDV (30.6.2021) Q71,00x 15% x 50%) (20,813) 
I Depreciation 256,087 


(at disposal) 
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Rs. 650,000. It was purchased for Rs. 700.000 and its WDV on 


Question-8 e, 
Mr. A disposed off its factory building for 


disposal was Rs. 277,000. 
Rat tax gain/ (Joss) on disposal? 

Answer-8 A F600 | 
canana p BE 
Gain = 373,000 
Gain on disposal 373,000 
are off its factory building for Rs, 650,000. It was purchased for Rs. 400,000 and its tax WDV 
on disposal was Rs. 277,000. : 

Compute tax gain/ (loss) on disposal? 


iswer-9 | 
Consideration received 650,000 
Les: Tax WDV 
Cost 650,000 
Accumulated depreciation (400,000- 277,000) (123,000) — (527,000) 
123,000 


Gain on disposal 


Question-10 
Mr. A disposed off a car used in his business for Rs. 1,300,000. It was purchased for Rs. 1,450,000 and its 


WDV on disposal was Rs, 1,200,000. 
Compute tax gain/(loss) or disposal? 


Answer-10 

Consideration received 1,300,000 
Less: Tax WDV (1,200,000) 
Gain on disposal 100,000 


Question-11 : 
Mr. A disposed off a car used in his business for Rs. 1,300,000. It was purchased for Rs, 2,650,000 and its 


WDV on disposal was Rs. 1,200,000. 
Compute tax gain/ (loss) on disposal? 


Answer-11 
pugne ca received (1,300,000/2,650,000) x 2,500,000 1.226,415 
si Tax WDV 200,000) 
Gain on disposal 1200 ne ) 
tion-1 —— 


Mr. A disposed off furniture used in his business on h 00,00! wai ased fi 
ispo: d in} March 17, 2023 for Rs. 8 gor 
Rs. 700,000 on May 20, 2021. Since its purchase i been i : un. was em 
d A Its p it has used 80% in business. Compute tax gai! (loss) 


Consideration received 
Less: Tax written down value E 
Add: Deductions not allowed 
TY2021 
TY2022 


+ Y TY2023 
Gain on disposal 


139 
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Deprec!a uon 
| E. Normal 

| Depreciation Depreciation Depreciation 
Calculation Allowed not allowed 
ae : oI Dep * 80% Dep * 20% 

: preciation (700,000 x 15° 00,000 
| wov as on Beat 5% x 50%) (32.500 42,000 10,500 

| reciation (647,500 x 15% a 
e WDV as on 30.6.22 d ETE 179% GAS 

Depreciation (550,375 x 159 E 
WDV as on disposal rr AMD — dum 33,022 8,256 


imposed ih E cont xm Aging on March 17, 2023 for Rs. 800,000. It was purchased for 
and in TY 2023 it wa: 1 it was used 80% in business and in TY 2022 it was used 100% in 
in it was used 40% in business: Compute gain/ (loss) on disposal? 


800,000 


ration received 
written down value 


Add: Deductions not allowed 
TY2021 
TY2022 
TY2023 
255,636 
Depreciation Normal Depreciation 
Calculation Depreciation not allowed 
Allowed 
Cost : 700,000 
Depreciation (700,000 x 15% x 50%) 52,500, 42,000 10,500 
WDV as on 30.6.21 647,500 
Depreciation (647,500 x 15%) 97,125 97,125 T 
WDV as on 30.6.22 550,375 
Depreciation (550,375 x 15% x 50%) (41,278) 16,511 24,767 
WDV as on disposal 509,097 


i i in hi i Bangladesh against 
compute! which was reviously used as fixed asset in his business to g 
Rs. 300, 000. The cost ar asset was Rs. 200,000 and its WDY at the time of disposal was Rs. 


in / (loss) on disposal? 
200,000 
pi (20,000) 


180,000 


to be used is straight line. ill be charged in the year of purchase while no 
ation p. a number of ip: (There is no concept of applying 50% factor in 

tion will arged in 
and sale.) eum 
given in the question will be f 
pt of initial allowance 1n res 


ored. ; 
ct of intang bles. 
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Following are the basis of amortisation of intangibles: E 


Life Amortisation period E. 
Where life of an intangible is ascertainable It will be amortised over useful life in whole numbers 
Where life of an intangible is not ascertainable Useful life will be assumed as 25 years. = 


Definitions 

(11)  Inthis section, - 
“cost” in relation to an intangible, means any expenditure incurred in acquiring or creating the intangible 
including any expenditure incurred in improving or renewing the intangible; and E 
"intangible" means any patent, invention, design or model, secret formula or process, copyright, trademark 
scientific or technical knowledge, computer software, motion picture film, export quotas, franchise, licen 
intellectual property, contractual rights and any expenditure that provides an advantage or benefit for 4 
period of more than one year (other than expenditure incurred to acquire a depreciable asset or improved 
land) but shall not include self-generated goodwill or any adjustment due to any accounting treatrhent: 

Intangibles eligible for amortisation E 

(1) An amortization deduction shall be allowed on intangibles— 
(a) — thatare wholly or partly used by the person in deriving chargeable income from business; and 
(b) that have a normal useful life exceeding 1 year. 

(2) No deduction shall be allowed if full cost of intangible asset is allowed as deduction in the year of 

purchase. 
(7) The total deductions allowed during ownership of intangible shall not exceed the cost of the intangible. 


Method for computation of amortisation charge 


(3) The amortization deduction for a tax year shall be computed as follows:— 
A/B 
where- 
A is the cost of the intangible; and 
B is the normal useful life of the intangible in whole years. 
(10) — An intangible that is available for use on a day (including a non-working day) is assumed as used on that 
day. 
(4) Where the useful life of an intangible is not ascertainable, the useful life will be taken as 25 years; 
(5) Where an intangible is used partly in deriving income from business and partly for another use, the 
amortization will be allowed on proportionate basis. 
(6) 1f an intangible is not used for whole of the tax year, the deduction shall be computed as follows:- 


A x B/C 
where — 
A is the amount of amortization; H 
B is the number of days in the tax year the intangible is used in deriving income from business: 
and 
Ç is the number of days in the tax year. 
Tax Gain/(loss) on di: l 


(8) On disposal of an intangible, no amortisation shall be allowed in year of disposal and — 


a from 
(a) if the consideration exceeds the WDY, the excess shall be chargeable under the head “Income uo 


Business" Nu 

(b) if the consideration is less than the WDV, the difference is deduction under the head "Income 
Business". n 
(9) (a) The WDV at the time of disposal shall be calculated as follows- p j 


Scenario Written down value equals t3 


Where asset is wholly used for business the cost of the intangible less total a 
deductions allowed to the person on intangible 9^: 


where the intangible is not wholly used to | the cost of the intangible less amortisation that " " 
derive income chargeable to tax, be allowed if the intangible was wholly used — E 


(b) the consideration received on disposal shall be determined under section 77. 


amortisation 
r, J 


nid 
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s u has purchased an intangible costing 


Rs. 600,000 on 1.7.2012. Its useful life is 12 years. Calculate 


A amortization expense for first 3 years. 
| y 
Jae ion -TY 2013 (600,000 / 12) 50,000 
| Amortization — TY 2014 (600,000 / 12) P 50,000 
- | Amortization - TY 2015 (600,000 / 12) 50,000 


m has purchased a computer software costing Rs. 300,000 on 1.07.2012. Its residual value is Rs. 
Its life is 30 years. Calculate amortization expense for first 3 years. 


—2013 (300,000 / 30) 10,000 
on —- 2014 (300,000 / 30) 10,000 
-2015 (300,000 / 30) 10,000 


has purchased à computer software costing Rs. 1,000,000 on 1.07.2012. Its residual value is Rs. 
ts useful life is not ascertainable. Calculate amortization expense for first 3 years. 


on—2013 (1,000,000 / 25) 40,000 
-2014 (1,000,000 / 25) 40,000 
-2015 (1,000,000 / 25) 40,000 


purchased a computer software costing Rs. 300,000 on 1 March 2013.Its residual value is Rs. 
ife is 6 years. Calculate amortization expense for first 3 years. 


—2013 (300,000 / 6) x 122/365 16,712 
—2014 (300,000 / 6) j 50,000 
—2015 (300,000 / 6) 50,000 


m example-4 Mr. Ali disposed off the software on 1 September 2015 for Rs. 170,000. Calculate 


170,000 
(300,000 — 16.712 — 50,000 — 50,000) (183,288) 


(13,288) 


a software costing Rs. 300,000 on 1 March 2013. Its life is 6 years. It is used 60% in 
amortization expense for first 3 years? 


(300,000/6) x60% x 122/365 10,027 
(300,000 / 6) x 60% 30,000 
(300,000/6) x 60% $ 30,000 


6 on 1 September 2015 the software is sold for Rs. 170,000. 


170,000 
(300,000 — 16,712 — 50,000 — 50,000) (183,288) 
(13288) 
assuming solely used in business 
(300,000 / 6) x 122/365 16,712 
(300,000 / 6) 50,000 


300,000 / 6) 50,000 
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Following are the 3 examples which explain that bad debt will be allowed as deduction or not: 


4 Example 1 Example 2 Example 3 
E Metro Books SUEX GE Books of Bank 
Š Metro cash n carry sold goods | Metro cash n carry provided MCB provided loan to one of 
t> to a customer for Rs. 10 on loan of Rs. 6 to one of its its customer of Rs.6 and later 
credit and later on the debt was | employce and later on the on the debt was proved to be 
proved to be bad. employee run away with the bad. 
money. 
| | Debtor 10 Loan Receivable | 6 Loan Receivable 
| Sale 10 Cash 6 
.— |['Bad Debt 10 Bad Debt 6 Bad Debt 
aii Debtor 10 Loan rec. 6 - 
Conclusion: As the debt was | Conclusion: As the debt was  ConclusiorE Although the 
] EU included in the | not previously included in the | debt is not previously included 


E "s income from | Metro's income from in income from business but 
| | business so bad debt shall be | business so bad debt shall not | still allowed as deduction 
|| allowed as deduction to | be allowed as deduction to because the loan provider is a 
Metro. Metro. financial institution. 
debt deduction for a tax year shall not exceed the debt written off in the accounts of the person. 
bad debt deduction has been allowed in a tax year and in a subsequent tax year the person recovers 
ount, the following rules shall apply:— 
Where the bad debt recovery is greater than the difference between: 
æ the whole of bad debt and 
the amount previously allowed as a deduction, 
‘excess shall be included under “Income from Business” in the tax year in which it is received; or 
e the bad debt recovery is less than the difference between: 
the whole of bad debt and 
e  theamount previously allowed as a deduction, 
the shortfall shall be allowed as deduction under “Income 


from Business” for the tax year in which 


has disclosed accounting profit of Rs. 600,000 for TY 2011. This is arrived at by deducting bad 
). However commissioner allowed only Rs. 180,000 as bad. 


600,000 
200,000 
(180,000) 


620,000 


Rs. 700,000 as accounting profit which includes Rs. 25,000 for bad 


1 in TY 2012, he disclosed 
ng to previous year debt. 
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E 500) | 
Accounting bad debt recovery 
| 


700,000 
(25,000 ) 
er: 
Accounting profit E: 
n Tax bad debt recovery (W-1) aun 


Taxable income 


25,000 
T eived e > 
ony fees amount of bad debt 180,000) (20 000) 


Less: Previously allowed as deduction 5,000 - 


— 
i hich includes Rs. 13 o 

Examples | Q.1 assume in TY 2012, he disclosed Rs. 700,000 as accounting profit whi 0 

Continuing from Q.1 asst exl 

for bad debts recovery relating to previous year debt. 

Required: 

Calculate taxable income TY 2012. 

Answer- 700,000 
Accounting profit (13,000) 
Less: Accounting bad debt recovery (7.000) 
Add:  Taxbaddebt — (W-1) C CUENYNNM 

5 ,000 
Taxable income 
(W-1) 
Amount received 13,000 
Less: — Actual amount of bad debt 200,000 
Less: Previously allowed as deduction (180,000) (20,000) 
(7,000) 
| 


TAX ACCOUNTING 


(1) A person's chargeable income shall be c. t i 
cs mS eds 'omputed as per method of accounting 


mra c regularly employed. 
a cash or accrual basis 9n an accrual basis, while other persons may 
6) 


Method of accounting [Sec, 32] 


3 T persons may record on 
The Board may prescribe that any class of. 


Business" on a cash or accrual basis, Salts pete fis income under the head 


(4) “Income from 
approve application if chan ei ing and th -— 

(5). Ifa person's method of accu SSSary to reflect the Person's income under « e Commissioner may 
that: u 

* no item is omitted and 


* no item is taken into account more than once 


Cash-basis accountin; 
£ [Sec. 33] 
A person &ccounting for inco, 
* derive income wi itis ae Ho 


* incur expenditure aca 
ual-basis accounting ISec. 3 P pad 


34] 
shall: 


9n a cash basi : 
T sh basis shall: 
(1) 
chargeable Under the head 
derive income When it js 1 
ds E vod Mam When it js Payable 
When the pe, : 
the ti i vs j 
eec reor ese it oyen 
ntis papae E d ement js stponed o. even if: 
ie 


“In 
ci ; 
Ome from Business” On an accrual basis 
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"4 Anamount is payable by a person when: 
[9] e the events show that liability have occurred and 
e the amount of liability can be determined with reasonable accuracy. 
‘Where a deduction is allowed for any expenditure in “Income from Business” and the person has not aid the 
[9) liability within 3 years of the end of the tax year in which the deduction was allowed, the unpaid liability shall 
able under the head “Income from Business" in the first tax year following the end of the 3 years. 
Mr. Asif has incurred repair expense of Rs. 10,000 in TY 2009 and it was allowed as deduction by tax 
authorities in the same year. It was not subsequently paid, therefore it will be treated as income in Ty 2013. 
(6) Where an unpaid liability is added in income (as above) and the person subsequently pays the liability, @ 
deduction will be allowed in the year of payment. 
GA) Ifa deduction is allowed for trading liability and person derives any benefit against it, 
chargeable under “Income from Business” in year of receipt. 


the benefit shall be 


-in-trade [Sec. 35] 

Q For calculating "Income from Business” for a tax year, the cost of stock-in-trade disposed is calculated as 
follows:— 
(A+B)-C 

where — 

A is the opening value of the person's stock; 

B is cost of stock-in-trade acquired in the year; and 

€ isthe closing value of stock. 

(2), 0) The opening value of stock-in-trade for a tax year shall be — 
2 the closing value of the person’s stock-in-trade at the end of the previous year; or hi 
P Where the person commenced the business in the year, the fair market value of stock acquired 
prior to the commencement of the business. The FMV shall be determined at the time the stock is 
| putin the business. 
"The closing value of stock shall be the lower of cost or net realizable value at the end of the year. 
A person using cash basis accounting may compute cost of stock on the prime-cost or absorption-cost 
method. A person using accrual basis shall compute cost of stock on the absorption-cost method. 

e items of stock are not readily identifiable, a person may use first-in-first-out method or the 
e-cost method. Once chosen, a stock valuation method may be changed with permission of the 
C issioner and as per the conditions imposed by him. 

7) Inthis section, - 
E. n-trade" means anything: 
produced, manufactured, purchased 
* acquired for manufacture, sale or exchange or 
* any materials to be consumed in the production process. 
ver shares will not be considered as stock-in-trade; 
ial costs" means material cost that become an integral part of stock; 
is? means labour cost directly related to the manufacture of stock; 
ctory overhead costs" means overhead which vary directly with changes in volume of stock. 
osts” means total manufacturing cost, other than direct labour and material; 
thod” is an accounting principle in which stock is valued on the assumption that it is 


m 
the order of acquisition; 


cost method” is an accounting principle in which stock is valued on a weighted average cost of 


method” is a method in which cost of stock is the sum of direct material, direct labour, and 


factory overhead; 


n-cost method" means the generally accepted accounting principle under which the cost of 
he sum of direct material, direct labour, and factory overhead; 


—<—— 
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ii Sec. 28] 
fi ments | 
Profit on debt. financial costs and lease pay! 

y 


ear for: é I 
“a, (I) A deduction shall be allowed for a tax Y for asset used in business, 


ing company T EXivne m. 
mee DES tal paid by a person ium ose transport vehicle not plying for hire 
(b) lease rental paid. r a Pramas the 
For deduction of 


not exceed Rs. 2,500,000; . 


d th 
R ire a car on lease ani 
coe ol deduct only Rs. 2,500,000 


e total leases rentals over the leas. 


Note: It me t 
exceeds Rs. 2,500,000, we wt 


i if loan is used in business; 
profit o i an) paid by a person, if loa: 
a iy ET i p pacer. tion term certificate holder for funds 
(c) any amoun! to a modaraba or a participation Ier ese coesemnee- 


d; ; A KA 
(i) rie eae paid by a person to a musharika certificate holder: d b 
(h) any amount paid by a person to a bank under a scheme o: Š 
oe ee amount paid by a bank to a person maintaining a profit or loss sharing account or a 
amount paid by a bank 
deposit account. 
Books of lessor 


G the financial cost of the securitization of receivables being the difference between the: 
* amount receivable by the Originator (lessor) and 
* the amount received from SPV (Special Purpose Vehicle), 


Books of HBFC/NDLC an 
(e) (f(g) any interest paid by the House Building Finance Corporation/ National Development 
Leasing Corporation Limited/ Small and Medium Enterprises Bank to the SBP on 
loan provided by SBP. 


Discussion on adjustment (b) aboye 
Lease 


ki E TEAN in warmer ad Pays to lessor (bank) normally a series of installmen 
Tight to use an underlying asset fora i i i ing i i 
sod tac eee bind = Specific period of time, Following is the vi 


ts (lease rentals) to 
ew point of accountants 


AS per tax authoriti 


es lessee is only paying rent | 


T the asset and he has not hi SS 
Tax authorities only Ee. 


allow “lease rental” paid to 
nk as an expense, P 


fit followin, 
Accounti 7. IB would be K 
Interest eng ee the presentation Of leased asset 
Less: ase rental E 
Total income e 
Less: Zakat ; 


axable income 


147 
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] and acquisition of assets [Sec. 75] 


UN Ie will be cog as pops alg its ownership comes to an end, including when it is: 
|, exchang erred ; or 
O cancelled, destroyed, lost, expired or surrendered, 


de transmission Of an asset by succession or will shall be considered as disposal at the time of 
"transmission. 

, lication of a business asset to i 1 ^ n 

o pos Personal use will be considered as disposal when asset is put to 

A a business asset is discarded or ceases to be used, it will be considered that it is disposed off. 


‘A disposal shall include the disposal of a part of an asset, 


e time of acquisition of an asset is the time when a person begins to own it, including the time for grant 


The c ion of a personal asset to business use shall be considered as an acquisition when the asset is 
-putto business use. 


asset" means an asset held wholly or partly for use in a business, including stock-in-trade and a 
asset; and 
asset" means an asset held wholly for personal use. 


on shall establish the cost of an asset. 
of purchased asset shall be sum of: 
total amount given for the asset, including the fair market value of consideration in kind 
ined at the time the asset is acquired; 
tal expenditure paid in acquiring and disposing of the asset; and 
ire paid to alter or improve the asset, 
include any expenditure (under clauses (b) and (c)) which is fully allowed as a deduction, 
is put to business use its cost will be the fair market value on the date it is put to business 


ff produc: set shall be the total costs incurred in producing or constructing the 


any incidental expenditure and expenditure paid to alter or improve the asset. 

is with a loan from foreign currency, then any increase/decrease in the liability 
ment) due to currency fluctuation will be added/deducted in the cost of the asset. 
For the calculation of depreciation, currency fluctuation will be accounted for in year of 


000 loan received; 1$ = Rs. 140 
000 loan repaid; 1$ = Rs. 142 


x 30,000 = Rs. 60,000 


ildi: this following expenditures are incurred: 
ng an office building. For this i 
900,000 
100,000 
‘of office he took loan in foreign currency of $13,000 (1$=Rs.100) On 1* July 2015. 
oan is due on 30.06.16 in $1,000 


1$-Rs.102 
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S. 


ive justi. i rt your answe 
Required: Calculate cost of house and give justification to support yi 


Answer i 
Labour 
Bricks and cement 
Engineer ! 
Effect of Currency fluctuation (102-100) x1,000 - 
Total cost 3 k r. 

The cost of constructed asset shall be total cost rege eee we 1 a i 

expenditure if the asset is purchased with aes foreign iabilin = à 

currency fluctuation will be added in cost of asset. c M — 8 

(6) In determining whether the liability of a person has increased or decreased (for the purposes of lbs 
(5)), hedging agreement will be considered. . ' ^" 

(10) The cost of an asset does not include the amount of any grant, xi E e 
assistance (other than a loan repayable with or without profit) receive in re spe 
the asset, However if grant, subsidy, rebate, commission or assistance is char. 
be added in the cost. 


commission o. 


À Other 
of the acquisition of 


able to tax then it wil 


The Government has given an incentive to a shoe manufacturing company that if it imports a special p Em 

Government will give grant equal to 20% of its cost and the grant is not chargea ° to tax, Consequent, 

the company imported the plant at Rs. 5 million. When plant was received An factory the grant wy 

provided in cash. In this case plant's cost is Rs. 4 million (5 million less 20%) only. 

Example ms 


Mr. Ali is engaged in construction business, he imported machinery from Korea. Follow ing are details 
e The cost paid in Korea is 100,000,000. 

* Import charges of Rs.400,000 are paid. 

e Machine arrived at Karachi Port at 1% July 2020. 

* Freight charges paid are Rs.200,000. 

* The government gives 10% grant on cost. The grant is exempt tax. 

* Paid Rs,500,000 as fine for not picking the machine on time from sea port. 
* Paid 100,000 for installation of machinery and gave a party to staff and incurred 00 on it. 
. 


The machinery installed on 1“ January 2021 but it is still not available for use me available for 
use on 1" March 2021, 
Required: Calculate cost and tax WDV of machine as on June 30, 2021. 
er 
Cost [100,000,000 - 1094 100,000,0 90,000,000 
Import charges 400,000 
Freight charges 200,000 
Installation Charges 100,000 
Cost — 90,700,000 
Less: Initial allowance (90,700,000x2594) (22,675,000) | 
euet deprecikton «68,025,000 x 15% x 50%) 


The cost of purchased assets shall include 
that js not chargeable to tax and the cos 
acquiring the assct, 


7 3 " orant | 
the amount paid to acquire asset but it shall not include any A in| 
t of purchased asset include any incidental expenditure P! 


(7) 


E 
ned and the I? 


Asset comprised of two com 
H was Rs, 10,000. The co 


149 = E 
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i s t shall 
(8) re the acquisition of an asset is the derivation of an amount chargeable to tax, the cost of the asse 
l to ch: 


o chargeable amount plus any amount paid for the asset. 
Example 


Mr. Ifan is in the business of preparing tax returns. During the year he prepared the tax return for p 
selling computers in Hafeez Centre for which he will charge him Rs. 8,000. At the time of Sid es 
agreed that shopkeeper will not pay any money rather he will give a computer as consideration for 
service. No amount is paid by Ifan for acquiring the computer. NE 60 

The cost of computer in this case is amount chargeable to tax in the hands of Ifan which is Rs. 8,000. z 
Where the acquisition of an asset is the derivation of an amount exempt from tax, the cost of the asset shall 


be equal to exempt amount plus any amount paid for the asset. 


Asset acquired under lease on or before maturity of lease agreement Z È idual 
If an asset under lease is acquired by lessee on or before maturity of lease agreement than its cost will be residu: 


(9) 


value or bargain purchase option. 
Motor vehicle Rs. 
Cost at the time acquired 1,000,000 
Bargain purchase price: 
E Before payment of 7th installment —. | 1,000,000 | 
After payment of 7th but before payment of 1 1"Installment 750,000 
After payment of 1 1th but before payment of | 7"Installment 500,000 
After payment of 17th but before payment of 22th Installment 250,000 
Residual value on maturity of lease 20:000 
Monthly lease rental 60,000 
[No. of installments at 22 
The asset is acquired after 15" installment. 
swer 
Cost of motor vehicle for the purpose of depreciation deduction " 500,000 


Exam Note for students: 
l. If accounting Written down value or Fair Value are given in question, then ignore them and search for 
Residual Value or Bargain Purchase Price. 
2, Ifan asset is purchased at or before expiry of lease, then depreciation will not be apportioned to 50% in the 
year of purchase because it was previously used in person’s business. Further initial allowance will also not 
be calculated in this case. 


An entity purchased an asset costing Rs. 70,000. Subsidy received from Government in this regard is Rs, 15,000, 
Iculate the cost of asset assuming subsidy is exempt. 


Cost - net 55,000 
—ÀÀM 9 
Lie 
An entity purchased an asset costing Rs. 70,000. Subsidy received from Government in this regard is Rs. 15,000, 
Calculate the cost of asset ascuming subsidy is taxable. 


Cost - Ee ss 
cr 5,000 
Add: Subsidy (Taxable) — 15000 - 
70,000 


L3 
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for buying thi 
: m Government 
Question-3 hased an asset costing Rs. 40,000. Loan received fro! 
An entity purchase 


12,000. Calculate the cost of asset. 
Answer-3 
Cost 


onent parts | 
E ado Limited (BEL) = po ate idem iiec ue cri Bui, U : A, " $ 
ME b cen mira in 7 equal installments in US Dollars. The ra 
The Projet as ker E apnea only commissioned for use on 31 July 2023. The i ta 
vnde by Ug Sinan A sl (GOP) voluntarily paid BELRs.10,000 as a subsidy in à 
DE SET ite towards repayment of the US Dollar loan was paid [to GHI Bank on 30 
The rupee equivalent of US$100 at the then rate of exchange was Rs.10,000 (US$ I= Rs.1 00). 


Required: Calculate the initial allowance, depreciation and written down value of the plant on 30 June 
preparing the tax return for tax year 2024, 


Answer-4 


Note: As the question is silent so we will assume that subsidy is exempt from tax, 
Net Cost (Net of subsidy) 


Currency loss/(gain) 
Cost as per $.76 
Less: Initial allowance 


(190,200 x 25%) (30.6.24) 
Less: Depreciation 


(142,650 x 15% x 5094) 
Tax W.D.V (30.6.24) 
Working. "Currency gain/loss 

Rate at time of inflow 

Rate at time of outflow 

Loss 

Loss on Repayment 


An entity de {1008 x -2) 200) 
cided to finance the cost of n — — Co) 
amounting to U; Purchasing a lant wi n 
LE TNT ere 
Government in thi n n t RS.137), Asset d Une first repaym 
Calculate a pe e is Rs. 20,000 Which is taxab] I5 Purchased for Rs. 500,00 Subsidy r 
Net Cost (Net of Subsid: 
Add: Subsidy Tan 1 
1088/(gain 
Costas perso i) j 
Rate at time cy Ree Eain losy — oo 
Gai, Ume of outflow 100 
Gain on re, : 
= — OO 
-. mw" 
151 


200 x cd 19.05 


received [Sec. 77] 


deals with consideration received on disposal of capital asset, disposal of securities, disposal of 
property and disposal of business assets (tangibles, intangibles), 
‘consideration received on disposal of an asset shall be: ; 

‘the total amount received or ; 
fair market value, 

one A including the fair market value of any consideration received in kind determined at 
? an asset is lost or destroyed, the considerati 
ages received by the person under: 
insurance policy, indemnity or other agreement; 
settlement; or i 

ial decision. 


ion received shall include any compensation, indemnity 


sh has a car. Tax WDV of that car is 250,000 at 1.7.15. There was a severe accident on 1.1.16 

ch car was damaged. He sold that car on 1.2.16 for Rs. 100,000 and from insurance company he 
dditional amount of Rs.600,000. Tax depreciation rate for car is 1596, 

: Calculate profit chargeable to tax. 


[100,000 -- 600,000] 700,000 
(250,000) 
450,000. 
received on the disposal of asset include the compensation received insurance policy 
from scrap sale. 
lation will be charged on asset in the year of disposal. 


an automobile business. He has a car for business use of FV 800,000, he put that car for 
What is the consideration of that car? 


asset put into personal use its consideration received shall be the FMV on the date tlie event 
? transfer of car from business to personal use. 

ideration received by a bank or leasing company (approved by the Commissioner) for an 
he company to another person shall be the residual value received on maturity of the lease 
condition is that the residual value plus the amount realized during the term of the lease of 


less than the original cost of the asset. 


eee 
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(5 


i i i i ual consideration for each asso, 
Where two or more assets are disposed of in a single transaction and acti Rond orm h asset ig 
not specified, the total consideration received shall be apportioned betwee Proportion 


to their respective fair market values at the time of the transaction. P 


Income from business 


Example 3 Er 
Shaoor is the sole proprietor of Shaoor Enterprises (SE). On 31 January 20X8 SE sold a factory buildin, 


including land for Rs. 10 million. At the time of disposal, the fair market values of the land and build 
were Rs. 3 million and Rs. 5 million respectively. i. 

The land and building were acquired on 1 July 20X6 at a cost of /» a Million ang | 
Rs. 6 million respectively. The tax WDV of the building at time of disposal was Rs. 5.4 million. 
Compute taxable income under correct head for TY 20X8? 


ing 


(05) 
(ICAP-March 2018) 


Answer 


Rupees (Millions) 


Building 
Consideration (N-1) [(10 / 8) x 5] 6.25 
Less: Tax WDV . 

Cost (N-2) 6.25 

Accumulated Depreciation (6 — 5.4) (0.6) (5.65) 
Income from Business 0.6 


Gain on disposal of immoveable property (Taxable as separate block of income) 
Land Rupees (Millions) 
Consideration (N-1) [(10 / 8) x 3] 

Less: Cost 
Gain / Loss 
Taxable gain (1.75 x ?4) 

Note: 

1. Where two or more assets are disposed of in a single transaction and actual consideration for each 
asset is not specified, the total consideration received shall be apportioned between assets disposed 
of in proportion to their respective fair market values at the time of the transaction. Therefore the 
consideration of Rs. 10 million will be apportioned as per the fair market values of land and | 
building. [S. 77] 

2. Where consideration received on the disposal of building exceeds its cost the consideration shall 
be treated as cost of the asset. [S.22' 


Purchase of immoveable property in cash [Sec 75A] 


If immovable property having fair market value (FBR value or DC rate whi i i E 
immo 1 r mai ich: Rs. 3 
million is purchased in cash, then it will have the following implications: 07555 s cee a 


(i) 
Gi) 


Such amount shall not be treated as cost for computation of any gain on disposal 
Such person shall pay a penalty of 5% of the fair market value (paid in cash) 
Example : 


On 15 January 2021, Mr. A sold a house situated i i i 
house in July 2020 for Rs. 19,000,000 out of which EPR eer aN | He had purchased | 


"wer 
Cash exceeding Rs.5 million will not be considered as cost 
Therefore gain will be calculated as follows: F 


Consideration =A 

7 15,000,000 
Cost =B 4 s 
x De = 0 13000000 


15,000,0000 — 13,000,000 = 2,000,000 


Further Mr.A will 
will als? have to pay penalty of Rs, 6,000,000 x 5%= Rs, 300,000. 


Scanned with CamScanner 


Income from Business 


Part | of 2nd h 


ident individual from sale of construct, d 
m : TeEsrrücted residential property shall be exempt jf: 
residential p is used for personal accommodation by him or his family i 
the land area a property does not exceed 500 square ards i 
dps in case of a house and 4,000 square 


exemption is not previously claimed by him 
rt 1 of 2nd Sch. 
of property is exempt for dependent of- 
or 
‘who dies during service of PAFs or Federal or Provincial Government. 


ess |Sec. 19] 
on business 
carries on a speculation business — 
treated as separate from any other business; 
speculation business shall be calculated separately from non-speculation business 
t of expenses speculation business will be considered as a separate head of income; 

‘speculation business shall be included under the head “Income from Business”; and 

eculation business shall not be adjusted against any other head. d 
ions 
lation business" means a business in which a contract for the purchase and sale of a 
ding stocks and shares) is not settled by actual delivery of commodity. 


, LT signed a future contract with ME for the purchase of 500 metric tons of maize at 
metric ton. The delivery was expected to be made in October 2015. ME also agreed to 
entire lot at the price prevailing on the date of sale. 

5 price of maize increased to Rs. 18,000 per metric ton and LT sold the entire lot to ME 


tion gain/(loss) in the books of LT and ME? 


Rs. 


(500 x 18,000) 9,000,000 
(500 x 15,000) » (7,500,000) 
1,500,000 


(1,500,000) 


i I i speculative business: : 
d E duing mercantile business to guard against loss through 
1 = for fulfilling the person’s other contracts for the actual delivery of the goods; 


es is made by a dealer/investor to guard against loss in the person’s holding of 


Ee i transaction of 
t or stock exchange during any 
eed ix Severe apr the ordinary course of business. 


to guard against loss which may arise in 
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Minimum tax on the income of certain persons [Sec. 113] 
a) This section shall apply to: 


. a resident company 

LI permanent establishment of a non-resident company Å 

. an individual having turnover of 100 million rupees or above (in the tax year 2017 ,, 
subsequent tax year) and J E y 

. an association of persons having turnover of 100 million rupees or above (in the tax Year 29), 


in any subsequent'tax year) Ny 
This section shall apply where due to following reasons: 


(a) loss for the year; 

(b) the setting off of a loss of an earlier year; 

(c) exemption from tax; = 

(d) the application of credits or rebates; or n 4 

(e) the claiming of allowances or deductions (including depreciation and amortization deductions) 


no tax is payable or paid or tax payable or paid is less than 1.2. % of turnover, - 
Explanation: The expression “tax payable or paid” does not include the tax on income which is Consider 
as final discharge. 


(2) Where this section applies; 


(a) the turnover of the person shall be treated as the income of the person; 

(b) the person shall pay income tax at 1.2596 of person's turnover for the year; (Note: In some Cases 
reduced rate is applicable) 

(c) where tax paid at 1.25% of turnover exceeds the actual tax payable (calculated in normal way) the 


excess amount of tax paid shall be carried forward for adjustment against actual tax liability of tie 
subsequent 5 tax years. The 5 years will start from the end of the year for which minimum tax is 
paid. 
(3) “turnover” means,- 
(a) the gross receipts from sale of goods, exclusive of: 
> Sales Tax and 
> Federal Excise duty or 
> any trade discounts shown on invoices or bills and 
The gross receipts from income falling under final taxation will not be taken into account. 
(b) the gross fees for the rendering of services except receipts falling under final taxation; 


(c) the gross receipts from the execution of contracts except receipts falling under final taxation; and 
(d) the company's share of the above amounts received as share of profit from an AOP. 


Explanation: Definition of turnover covers receipts from all business activities including receipts from sale of 
immoveable property (where such receipt is taxable under the head Income from Business). 
Example-1 Shopkeeper A has provided following details: 


Sales 
Add: 1796 Sales Tax 


S.113 does not apply 
Lamped Shopkeeper B has provided following details: 
Sales 


Less: Trade discount 


S.113 does not apply 


Tamila Shopkeeper C has provided following details: 


Other income (dividend) 


S.113 does not apply 
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^ 90,500,000 
ot apply ins 00.0 
i K TS 
‘Company has provided following details: 
also a partner in a partnership fi; 3,000,000 


Y rm 
firm is Rs. 1,000,000. And has purchased 40% capital of partnership firm. 
n tax? 3 


3,000,000 + (1,000,000 x 40%) = 3,400,000 
3,400,000 x 1.25% = 42,500 


O  ——— 
- | ay | a -— 


1,050,000 100,200,000 


aod 


aap | — 15,0009 
as 
Ea yen 105,000,000 
Normal tax 1.25% of 
liability turnover 
10% x 450,000) (Table 1) 55,000 (100,200,000 x 1.25%) 1,252,500 
35% x 1,200,000) 1,640,000 (120,000,000 x 1.25%) 1,500,000 
35% x 8,450,000) 4,177,500 (105,000,000 x 1.25%) 1,312,500 
ent (Higher of 55,000 or 1,252,500) LL 1,252,500 
Ill be carried forward 
1,640,000 
140,000 
from Year 1 (bal.) 1.500.000: 
|,197,500 — 140,000) will be carried forward 
4,177,500 
(1,057,500) 


ear | 3,120,000" 
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ICAP PAST PAPER QUESTION 


Question-1 
Mr. XYZ, Deputy Managing Director of a public limited company attended a seminar on the subject of taxa. 


One of the speaker of the seminar in his speech said that it is necessary to determine 


(a) tax status of the taxpayer to calculate the correct taxable income and tax liability A : 
(b) he also said that expenditure incurred by a taxpayer may be of two types Le. capital expenditure or reves. 
expenditure and 


(c) he further said that the income tax Statute while taxing the income also provides relief from taxes as wej] 


under the provisions section 53 of the Income Tax ordinance, 2001. 


The Deputy Managing Director has asked you as a Chief Accountant to explain to him in a write-up; 


i) How does tax liability differ according to the tax status of the person? m (6) 
ii) Does the tax treatment differ in respect of capital and revenue expenditure? If so explain with examples. 

s (4) 

iii) How and to what exemptions from tax are provided under the provisions of section 53 of the Income Tay 

(4) 


Ordinance, 2001. 
(Q.4 September1998) 


Question-2 

Mr. B is Managing Director (MD) of a XYZ public limited company. He is master of science in petroleum 
engineering with a little background of accounting and tax. He has been informed that the assessing officer may 
question the method of accounting of the XYZ public limited company in the context of determination of its total 
income for the purpose of charge of tax us 4. Whilst section 20 of the Income Tax Ordinance, 2001 specifies 
admissible deductions, section 21 of the Ordinance stipulate certain deductions which are not admissible under the 


law. 
MD is not clear about certain things stated above and has asked you, as chief accountant to explain him the 


following in a write up: 


(a) What types of income are chargeable under the head income from business u/s 18? (3) 
(b) What are the six inadmissible deductions w/s 21 of the Ordinance for computing income from business? 
(3) 
Ac) How many types of method of accounting exist and under what circumstances taxation officer may not 
(3) 


accept the taxpayer's method of accounting 
(Q.3 March 1999) 


Question-3 

What are the conditions in the law for admissibility of the following expenditure: 
(i) lease payments 

(ii) interest 

(iii) salary and wages 

(iv) gratuity and provident fund 

(v) perquisites 


(2) 
(2) 
2) 
(2) 
2) 
(Q.2 September 1999) 
Question-4 s 
Unpaid trading liability attracts income tax. Illustrate the provisions of income tax law covering this aspect. (6) 
(Q.5 (b) Mareh 2001) 
Question-5 
Whether or not the following are admissible under the Income Tax Ordinance, 2001: 
a) Borrowing cost on loans obtained to purchase fixed assets 
b) Bonus shares issue expenses (D 
c) Preliminary expenses (i) 
d) Bad debts (1) 


(D 


(Q.3 March 200!) 


Question-6 " f 
Discuss briefly the legal position with respect to the admissibility or otherwise of the following as business 


expenditure under the Income Tax Ordinance, 2001; 
(2) 


a) Amount paid as income tax 
b) Capital expenditure incurred on scientific research in Pakistan (2) 
157 x 


B. $ 
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Income from Business 


of profit paid to a bank under a scheme of m haril 
st paid by a firm to partner of the firm. at ES 
paid otherwise than through a crossed Cheque etc. @) 


(Q.2 September 2001) 


the following are admissible as business expendi ` 
nc penditure under the I i 
it of principal amount of lease rentals of plant & Tischer ee ee 


es tax paid on the purchase raw materials to be used in the production of exempt supply. 


on in respect of doubtful debts 
levied under the Income Tax Ordinance, 2001 for failure to file statement. (10) 
(Q.5 March 2002) 


Ltd. has requested you to advice as regards the important aspects of law for: disallowance of 
in cash u/s 21.Please write an advisory letter in this regard explaining the law with suitable 
(10) 

(Q.5 September 2002) 


thod of accounting is required to be employed by a company deriving income from business? 


E. : Q) 

‘state the provisions relating to the change in the method of accounting of income from business. 
(3) 
(Q.6 March 2003) 


Rs.225,000 


Depos aid 10% of fair value 
33% per annum 


ed to compute amount available for deduction from the taxable income of Mercury & Co for 
Please show proper working. (5) 
(Q.4 (a) March 2003) 
has recently registered as partnership. They have incurred the following expenditure. 
paid to consultants for preparation of registration deed Rs.50,000 
ation of feasibility report Rs. 100,000 
hase of office equipment Rs. 150,000 
ase of machinery Rs. 1,000,000 
il run cost Rs.200,000 

ion cost Rs,50,000 

ired to explain the tax treatment by computing the amount allowable as deduction in 
ith the provisions of Income Tax Ordinance, 2001. 


[2] 
(Q.4 (b) March 2003) 


when the expenditure is considered as incurred with reference to accrual basis of accounting 


ome Tax Ordinance, 2001. 8) 
the costing method(s) and stock valuation method(s) to be applied by a person following 
ccounting to account for income chargeable to tax under the head 'income from business' 


8) 
(Q.4 March 2094) 
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Question-13 ; 
a) List down the assets on which "Initial allowance" cannot be claimed? Bia s 4) 
b) What are the prescribed rates of normal depreciation on the following assets aS P ird Schedule t 


me Tax Ordinance, 2001? 
Factory building 
Residential quarter for labour 
Furniture 
Plant and machinery 


the Incoi 


v. Computer and hardware 
vi. Technical books 
vii. New ships 
viii. Motor vehicle (4) 
(Q.3 September 2004) 
uestion-14 b. "s 
Describe the expenses which are allowable as a deduction on account of employees training and facilities? (4) 
(Q.4 September 2004) 
Question-15 
d to be fulfilled for claiming a deduction on account of ‘bad-debts’? (3) 
(Q.5 September 2004) 


Discuss the conditions require 


allowed to be deducted under the head “income from business”. 
(5) 


(Q.3 March 2005) 


Question-16 


Describe any five types of expenses that are not 


nce. (4) 


Question-17 
Describe the assets that are not eligible for the purpose of claiming initial depreciation allowai 
(Q.4 (a) March 2005) 


s are admissible business 


Question-18 
a) Explain with reasons, as to whether or not the following expense: 
expenditures: E 
(i) Penalty paid by à banking company on contravention of State Bank of Pakistan's regulations. 
(0) 
(1) 


Gi) Freight charges to forwarding agent amounting to Rs.60,000 paid in cash. 
(iii) Payment of salary to an employee from which tax was not deducted by the employer. However the 
employee paid the tax himself. (1) 
b) What is the basis of stock-in-trade computation under the Income Tax Ordinance when the taxpayer 
(2) 


follows the cash basis of accounting? 
c) Explain the provisions of section 29 with regard to the recovery of bad debts in subsequent years. (5) 
2006 
Question-19 (Q.3 March 2006) 
Define the following with reference to the Income Tax Ordinance, 2001: 
. Depreciable asset (5 
uestion-2 (Q.2 (a) March 2006) 
‘A company may account for income chargeabl s i 
eee "ie 'geable to tax under the head ‘income from business’ on cash basis or °” 
Briefly discuss the rules relating to accrual of ii n 
2001. income and expenditure as explained in the Income Ta Ordina 
(Q.4 (a) September 2006) 


tion-21 

One of your clients, Jay d " 

PE ean for ^s ae apei eter Hv epa having three partners, has sent you its latest financial 
G) Accounting profit on disposal of fixed assets, g items are appearing under the head 'Other income" 

Gi Reversal of provision for doubtful debts pertainin hs 

(iii) Dividend received from a listed company. g to the year ended June 30, 2004. 


sO 
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ed to explain with reasons as to how the above items will be treated in the computation of taxable 
(3) 
(Q.3 (b) September 2006) 


visions of the Income Tax Ordinance Telating to the computation of opening and closing stock. — (4) 
(Q.2 (b) March 2007) 


service in Pakistan for the first time in a tax year shall be 

assets which do not come under the purview of onan 
( 

(Q.6 (b) September 2007) 


for the purpose of initial allowance. 


the allowability of the following against business in : 
it of utility bills in cash amounting to Rs. 15,000. Re 


‘of Rs.5,000 paid for late submission of quarterly statement under the Income Tax Ordinance, 2001. 
ition on leased assets amounting to Rs. 150,000, 6) 


(Q.5 (b) September 2007) 


ity of the following under the Income Tax Ordinance, 2001: 


6) 

ble rent (4) 

on business F (4) 
(Q.4 (a) March 2008) 


proprietor involved in the distribution of fans manufactured by a Pakistani Company. He is in the 
ting his business income for tax year 2008 but is not clear about the tax treatment of the following 


of Rs.20,000 was paid to his employee but no tax was deducted by him. 
ks of account, an expense of Rs.50,000 has been charged on account of various household 


‘year, he purchased a car at a cost of Rs. 1,200,000 which has been used for personal as well as 
es. Mr. Sajid wants to claim depreciation (including initial allowance) on the full amount of 


are was purchased on January 1, 2008 at a cost of Rs.900,000. The software is likely to 


T E ron Rs.500,000 were destroyed by the earthquake in October 2005. He claimed the 

for tax year 2006 but an amount of Rs. 150,000 was disallowed by the taxation officer. In 

the Government gave him a compensation of Rs.400,000 on this account. 

| tax of Rs. 100,000 was paid to the Government of Punjab. Such tax is to be paid by every 
ga in the trading business in the territory of Punjab. He considers it inadmissible as it is 

provincial government. 


treatment of the above items under the Income Tax Ordinance, 2001. (12) 
: (Q.4 September 2008) 
which a tangible asset should meet to qualify as a depreciable asset. (4) 


2029, I: Enterprise disposed off the following assets: í 
able E a sold for Rs. 200 million. The cost of immovable property was 
| million. Till disposal, tax depreciation of Rs. 10 million had been allowed on the 


exported to Nepal. The export proceeds amounted to Rs. 28 million. The cost and 
wn value at time of disposal of the plant was Rs. 25 million and Rs. 18 million 
gui isposal of each of the above assets. (4) 
gain or loss on dispos; enin Ne 
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Question-29 
You are the tax consultant of Ideal Associates who are engaged in 


goods for the last twenty years. The firm has requested for your op 

(i) Provision for bad debts. 

(ii) Payment against a liability which was outstanding since 2006 and had been added back into the tay, abl 
income of the firm in 2009. ; is 

(iii) Initial depreciation allowance on a three-year old plant, which has been imported from China, qh, 
remaining useful life of the plant is 7 years. j S 

Required: 

Advise the management on the treatment of the above transactions, under the Income Tax Ordinance, 2001 


the business of manufacture and sale of ele, 


s troy 
inion in respect of the following: hic 


( 
(Q.4 (b) September 2010) 


Question-30 

Carrot Ltd (CL) is engaged in the manufacture, import and sale of electronic appliances for the past twenty years 

When reviewing the company’s tax provisions, you noticed the following amounts appearing in the tax calculation 

for the year ended June 30, 20X2. 

(i) Expenditure of Rs. 450,000 on promotion of a product which is expected to generate revenue for twelye 
years. 

(ii) Bad debt in respect of a staff loan, Rs. 25,000. 

(ii) Initial allowance of Rs. 4,000,000 on a used equipment acquired locally from MSD Limited. 


(iv) Financial charges amounting to Rs. 100,000 and depreciation amounting to Rs. 300,000 on a vehicle 
acquired on finance lease from Radish Leasing. Lease rentals paid during the year amounted to 
Rs. 400,000. 
Required: 
Under the provisions of Income Tax Ordinance, 2001 discuss the admissibility of the above amounts for tax 
purposes. J (15) 
(Q.3 March 2011) 
Question-31 
In the context of Income Tax Ordinance 2001, 
(a) state the meaning of “Intangible”. (4) 
(b) discuss the rules relating to claiming of amortization deduction on intangibles. (7) 
(Q.6 September 2012) 
Question-32 


(a) Describe the methods of accounting that may be adopted under the Income Tax Ordinance, 2001 by the 
following persons deriving income chargeable to tax under the head ‘Income from Business’. 
(i) A company 
(ii) Any person other than a company 

(b) State the provisions of the Income Tax Ordinance, 2001 relating to the change in method of accounting for 
income chargeable to tax under the head ‘Income from Business’. e 


(3) 


(Q.5 March 2013) 
uestion- 

In Income Tax Ordinance, 2001 the term “disposal” has a wider connotation than sale because it inclu des exch 

relinquishment, and extinguishment. | 

List the situations under which an asset owned by a person shall be treated to have been disposed of. b 

(Q.4 September 2014) 


anges 


Question-34 , 
Under the provisions of the Income Tax Ordinance, 2001 what would be the cost of an asset. for the purpose d: 


depreciation deduction in each of the following circumstances? 


he 


(a) Mr. Aamir acquired a new machine partly in exchange for an old machine. He paid freight to bri. 
old machine to the seller's location and also purchased cooling equipment which was attached to the! H 
machine for its smoc h functioning. » in 

(b) Mr. Saulat acquired production machinery by utilizing a loan repayable in euro. The loan is express. 

rupees and is repayable in two years’ time. Mr. Saulat also received 20% subsidy on such mach! i) 

from the Provincial Government. f- 


: VT np —— L— 
Da 3 
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L4 


© On 1 July c Mr. e Started using his personal computer for business purposes. 
He also ha Susa e the operating system to comply with his business needs. Q 
@ Mr. Rahi constructed a furnace for his factory in Korangi Industrial Area. Q) 
(Q.2 September 2015) 


= 


ly established an advertisi i isi i i 

‘Akram has recently e a ertising agency in the name and style of Azad Advertising. For introducing 

hiş business to both denn and local clients, he has allocated considerable chunk of his marketing budget to 
nt expenditures. Under the Income Tax Ordinance, 2001 and Rules made thereunder, advise Akram 


the prescribed limits/conditions for the deduction of entertainment expenditure. (07) 
(Q.2 March 2016) 
a 
Un a E E Income lax Ordinance, 2001 certain persons are required to pay minimum tax at the rate of 
: j Explain the term ‘Turnover’ for the purpose of minimum tax. e 
b List the persons who are required to pay minimum tax. G) 
Discuss the rules relating to carry forward of minimum tax paid to the subsequent years. Q) 
: (Q.3 (a) September 2011) 
z (Q.5 September 2017) 


the term ‘disposal of assets’ as referred to in the Income Tax Ordinance, 2001. (05) 
(Q.2 (a) March 2017) 


provisions of the Income Tax Ordinance, 2001 compute taxable income or loss, under the correct head of 
for tax year 2027, in each of the following cases: 
Sarwar Enterprises sold an immovable property for Rs. 50 million. The cost of the immovable property was 
Rs. 30 million. Tax depreciation of Rs. 6 million had been allowed on the immovable property up to the 
date of disposal. (2.5) 
‘Shams Industries Limited (SIL) sold and exported one of its plants to a Nigerian Company. The sale 
$ received in SIL’s account amounted to Rs. 25 million. The cost and tax written down value of the 
plant at date of disposal was Rs. 20 million and Rs. 7 million respectively. (2.5) 

" (Q.3 (c) and (d) September 2017) 


ni & Company (HC), a resident AOP, is engaged in selling various consumer products and is assessed 
er normal tax regime. During the year ended 30 June 20X8, HC's sales was Rs.140,000,000. It includes 
tax of Rs, 10,000,000 and excise duty of Rs. 5,000,000. The taxable income for the year is Rs: 
000. 

pi ite HC's tax liability for tax year 20X8, under the provisions of the Income Tax Ordinance, 2001. 
(03) 
accounting profit before tax of Bashir Associates (BA) for the year ended 30 June 20X8 is 
1,200,000. Last year, BA had written off balances outstanding from two of its debtors namely Pulse 
(PI) and Hussain Global (HG) which were partly allowed by the tax authorities. Details are as 


1,150,000 | — 925,000 
Allowed by tax authorities 825,000 240,000 
ig the current tax year, BA received Rs. 652,000 from PI and Rs. 346,000 from HG, in full settlement 
ight of te Income Tax Ordinance, 2001 compute BA's taxable income for the tax year 20X8. 
Jj (05) 
(Q.3 (a), (b) September 2018) 
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Question-40 
Following transactions pertain to Salam Limited (SL) which took place during the tax year 20X9; 

(i) A machine costing Rs. 1,800,000, being used in SL's Karachi factory was transferred to its Subsidiar. 
Ghana. The fair market value and tax written down value of the machine on the date of trans; 
Rs.2,500,000 and Rs. 600,000 respectively. 

Qi) On 1 January 20X9, SL entered into a forward contract for the purchase of raw materials to be used in its 
business to guard against loss through price fluctuations. On the date of maturity of the forward contract, 


SL did not take the delivery of the raw materials but the contract was settled by making a paymen, of 
Rs.500,000. (03) 


Required: 
Explain the taxability of the above transactions. (Q.3 (b) March 2019) 


in 
er Were 
(02) 


Question-41 
a) Sikandar has revalued his factory building in accordance with International Financial Reporting Standards ang 
consequently charged depreciation on the revalued amount. Explain the tax implication of the revaluation, 


(02) 
b) Shahbaz has acquired machinery for his new factory against a loan repayable in USD. Discuss what wouli be 


the cost of machinery for the purpose of depreciation deduction. (02) 
(Q.3 (c) (d) September 2019) 


Question-42 
During the tax year 2029, Salman Shahid sold the following assets: 


A vehicle used by manager-in-charge of his garment factory for Rs. 2.8 million. The vehicle was purchased for 
Rs.3.1 million in tax year 2027. (03) 
Required: 

Under the provisions of the Income Tax Ordinance, 2001 compute under the appropriate head of income, the amount 
to be included in the taxable income of Salman Shahid for the tax year 2029. 


(Q.5 (b) September 2019) 
Question-43 
Identify any three situations in which the fair market value of the assets shall be treated to be the cost of the asset.(03) 
(Q.5 (a) September 2019) 
Question-44 n ! 
Under the provisions of the Income Tax Ordinance, 2001 and Rules made thereunder, discuss the prescribed limits 
conditions for the deduction of entertainment expenditure. (06) 
(Q.3 (a) March 2020) 
Question-45 
Respond to the following situation, under the provisions of the Income Tax Ordinance, 2001: 
On 1 July 2014, Ahmed purchased two sculptures for Rs. 410,000 and Rs. 475,000 respectively, On 30 Noyembe 
2019, during the shifting of his house, he lost both the sculptures. On 15 January 2020, he received insurance p 
of Rs. 940,000 in a single transaction against the loss of two sculptures, The fair market value of both the sculpt^ 


at the time of loss was estimated at Rs, 360,000 and Rs. 540,000 respectively. Compute Ahmed’s taxable income A 
loss for the above transaction. ( 


(Q.4 (b) March 2020) 
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you understand by the term ‘Turnover’ as provided in section 113 of the Income Tax Ordinance, 
persons who are required to pay minimum tax on the basis of turnover. (08) 
Company (GC), a sole proprietor, is dealing in various consumer products in Pakistan. During 

d 30 June 20X2, GC's taxable income for the year was Rs. 6.1 million. 


isions of the Income Tax Ordinance, 2001 compute the amount of net income tax payable by 
‘of income tax to be carried forward, if any, for the tax year 20X2, in each of the following 


sales were Rs. 120,500,000 inclusive of sales tax. 


s sales were Rs. 110,000,000 inclusive of sales tax. (05) 
E" i . — (Q2 March 2021) 
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ICAP PAST PAPER SOLUTIONS 


Ü i i i ce income. a 
QE Tedin person will pay tax on his foreign source income and Pakistan sour Howey 


ien ii i e income. 
avail the tax credit, if he has paid the foreign income tax eee sourci 
i i i rce income. 

Non-resident person will pay tax on Pakistan sou ! ud e. 
ii) Revenue pun is allowed as deduction in the year in which is incurred, if it is a tay allowag. 

expense. , ; m. 3 

Capital expenditure will be allowed as deduction as enumerated in section 22 and 24. Give the ex: 

depreciable assets and intangible assets yourself. 


ST he win 


amples ce 


iii) Section 53. 

Answer-2 

a) S.18 

b) S.21 

c) - Types/Methods S. 31(1),(2) 


- If the taxation officer is not satisfied that the change is necessary to clearly reflect the person's 
income chargeable to tax under the head *Income from Business", he may not accept. 


Answer-3 
i. Following are the conditions [S.28(1Y(b)]: a 
a. lease rentals are incurred by a person in the tax year to a scheduled bank, financial instituti 
an approved modaraba, an approved leasing company or a Special Purpose Vehicle on bel 
of the Originator 
b. 


The asset is used by the person for the purposes of business 
The proceeds or benefit of the debt have been used by the person for the purposes of business, [S28 
(D a). 
iii. Following are the conditions: 

a. Tax has been withheld on the sal: 
[S.21(6)] 
Monthly salary exceeding Rs. 25,000 is paid eith 
to the employee's bank account.[S.21(m)] 


iv. Any contribution made to a recognized provident fund or approved gratuity fund shall be allowed 3 
deduction to the taxpayer if he has made effective arrangements to secure that tax will be deducted 
under section 149 from any payments made by the fund. 1 
Any contribution made to an unrecognized provident fund or unapproved gratuity fund is not allowe? 
as deduction under any condition. 


v. There is no condition. All perquisites 


1 paid to employees are allowed as deduction as far as th?) 
incurred wholly and exclusively for business purpose, : ; 


ii. 


ary if the salary income of employee exceeds Rs. 600,000. 


er by a crossed cheque or direct transfer of funds 


Answer-4 

Where a person has been allowed a deduction for 
under the head “Income from Business” 
deduction relates within three years 
amount of the liability 
following the end of the three years. [S.34 (5)]. vigas ^ 


a) 
b) 
c) 
d) ^ person shall be allo 
satisfied, namely:- 
(a) the amou. 
éhargeable to i debt was previously included 
(b) the debt or part of 1 
(c) there are reasonabl 


E. sine? 
in the person's income from ' 
FERES 1 E. 
cM written off in the accounts of the person in the tax year: 27* 

nds for believing that the debt is irrecoverakte, [S.29] b 
165 
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swer-6 
An Not allowed as deduction as per S.21(a) 


a) P t À EM 

b) Any expenditure incurred in the acquisition of any depreciable asset or intangible or in the acquisition of 
immovable property will not be allowed as deduction. Rather we will allow the depreciation or 
amortization as the case may be.[S.26(2)] 

c) If an amount is paid by a person in the tax year to a banking company under a scheme of musharika 
representing the bank's share in the profits of the musharika it will be allowed as 
deduction.[S.28(1)(h)] 

d) Where an AOP pays any profit on debt to its member it will not be allowed as deduction [S.21)] 

e) A monthly payment of salary which is equal to or less than Rs. 25,000 paid otherwise than through cross 
cheque will be allowed as deduction. 

Answer-7 . " A NS 

a) Any lease rental paid by a person in the tax year to a scheduled bank is allowed as deduction if an 


asset is used by the person for the purposes of business. The lease rental comprises of principal and 
interest, therefore principal being an integral part-of rental is allowed as deduction. [S.28(1)()] 

b) Sales tax paid for production of exempt supply is an un-adjustable tax and it not levied on the profits 
and gains of business, therefore it is allowed as deduction. [S. 21(a)] 
(Note: Do this question after reading sales tax) 

[3] Divided paid to shareholders is not an expense of the business. 


d) Provision is not a tax allowable expense, rather actual bad debts incurred are allowed as deduction which is 
subject to certain conditions. 

e) Any penalty paid by the person for the violation of any law, rule or regulation will not be allowed as 
deduction. So penalty levied under ITO, 2001 being penalty levied under a law will not be allowed as 
deduction. 

Answer-8 


[Note for students: Write in letter format and give the examples given in income from business Notes] 

A single payment exceeding Rs. 25,000 made in cash will not be allowed as deduction if the total of 
account head to which it relates exceeds Rs. 250,000 in a tax year. 

Following expenditures are allowed as deduction even if they are being paid in cash, irrespective of the 
amount of payment involved: [S.21(1)] 

(vi) utility bills; 

(vii) ^ freight charges; 

(viii) travel fare; 

(ix) postage; and 

(x) payment of taxes, duties, fee, fines or any other statutory obligation. 

© Monthly payment of salary of greater than Rs. 25,000 paid in cash will not be allowed as deduction. 


b) A company shall account for income chargeable to tax under the head “Income from Business" on an 


accrual basis.[S.32(2)] 
€) Provisions relating to change in method of accounting 

(6) A person may apply, in writing, for a change in the person’s method of accounting and the 
Commissioner may, by order in writing, approve such an application but only if satisfied that 
the change is necessary to clearly reflect the person’s income chargeable to tax under the head 
“Income from Business”.[S.32(4)] 

(7) — Ifa person's method of accounting has changed, the person shall make adjustments to items 
of income, deduction, or credit, or to any other items affected by the change so that no item is 


omitted and no item is taken into account more than once. [S.32(5)] 


on in the tax year to a scheduled bank will be allowed as deduction 


0 
8 Any le i 
as by a pers f busi 
y lease rental paid by a P purposes of business. Therefore Rs, 96,890 will be 


provided the asset is used by the person for the 
allowed as deduction. [S.28(1)(b)] 


En — ——7 ———— 
i 


Scanned with CamScanner 


LS —— TT 


Chapter 8: Income trom Business 
b 


alloweq 
Treatment | 


10,0007 


)0 | 


50,000 x 20% 


Itisa pre-commencement 
expenditure and will be 


amortised on S.L @ 20% per A 
annum [S.25(2) E. 
2) | It isa pre-commencement 100,000 x 20% m 


expenditure and will be 


amortised on S.L @ 20% per 
annum[S.25(2 : 3 E | 
3) | It is a depreciable asset and it Initial allowance (150,000x25%) = 37,500 and 


45,938 


will be depreciated.[S.15(1 depreciation (112,500x15%x50%) =8,438 

4) | It isa depreciable asset and it Initial allowance (1,000,000x25%) = 250,000 and 
will be depreciated.[S.15(1 depreciation (750,000x15%x50%) = 56,250 

It is a pre-commencement 200,000 x 20% 

expenditure and will be 

amortised on S.L @ 20% per 

annum[S.25(2 


It is assumed that installation 


306,250 


40,000 


Initial allowance (50, 000x25%) = 12,500 3 
Cost is for machi; Jt wi y in » 15,313 
MN X Itwillbe | and depreciation (37,500x1 5%x50%) =2,813 
437,501 
Deleted 
Answer- 
a) 


tax under the head 


ture when it i "Income from Busi ^ 
the events that d en it is payable usiness 


i Deenen D on an 
" ermine liabil - AN amount shall p, / 
b) inc mined with reasonable accurary [S341 on” Occurred and the amount of the | Bio con 


A person accounting for income 


accrual basis shal] chargeable to tax 

S. compute th 5 under the head « 

So * Person's cost of Stock-intrage op epit from Business” on an 
“Cost method” € absorption-c t hod. 

an item of stock- . Means the gen, ost metho 

Costs: tock-in-trade is the sum ori indes ed accounting Principi j A 

ial costs, direct labour Ple under which the cost of 
A Person accounting for į costs, and factory overhead 
accrual basi 


“average ca ei ED or Fa Beable to tax 
of m 
stock-in-trade ig m 


“first based on a v "ally ‘der the head 
"in-firs 9n à Weight, accept, 
valuat ER , fu Ehted 


“In 
come from Business” on an 


inthe nciPle under which the 
© order of its acquisition; 


Scanned with CamScanner 


Rate of depreciation 
S.22 
| Buildings Ae 
idential quarter or labour TA 
ad 15% 
‘and machinery — general cA 
puters and hardware amm 
15% 
s 15% 
vehicle ee 


ciable asset is used in the person's business for the first time in a tax year commencing on or after 


ay of July 2020 depreciation deduction shall be reduced by fifty percent. 


mentioned in Section 21. 


fine or penalty paid by the person for the violation of any law, rule or regulation is not 
ed as expense therefore it is an inadmissible expense. [S.21(g)] 
As a general rule every expenditure under a single account head which in aggregate exceeds 
Rs. 250,000 will not be allowed as deduction if it is paid in cash. However freight is an 
E tion to this rule, therefore it is tax allowable expense. [S.21(0] 
the salary income of employee exceeds Rs. 600,000, Tax should be withheld on it, otherwise it 


not be allowed as deduction. [S21 (c)] 


‘candidates explained the valuation of stock-in-trade through FIFO and average cost method 
ing the basis of computation i.e. prime cost method or absorption cost method as referred 


Td 


tax under the head “Income from Business" on a cash 


ting for income chargeable to | 
-in-trade on the prime-cost method or absorption-cost 


pute the person's cost of stock 


20] 


counting principle under which the cost of 


method" means the generally accepted ac 
direct labour costs, and factory overhead 


in-trade is the sum of direct material costs, 
ted accounting principle under which the cost of 


lod" means the generally accep 
the sum of direct material costs, direct labour costs, and variable factory overhead 
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Answer-19 
s.2X15) DIM ! 
tion tha ome should 
; ere able to men : d be 
er-20 ; Many candidates W it becomes payable by the pe 
e Performance ofthe candidates was Aid expenditure 1S accrued when it Y Me person 
t become due to the P hen the income becomes due an 


accrued when i d 
However they didn't explain further as tow 


when the expenditure becomes payable. 


$34 (1), 2) 6) à . 


jori idates were unaware of the treatme 
i tion but it was surprising to see that majority of the candi: jawa a nen 
di erat us disposal of ibd ob and reversal of provision of rer CO Oen atedly 
at the foundation level. The answers relating to dividends received and profit on debts ory, 
@ It will be deducted from accounting profit while calculating taxable income. E. 
(ii) As provision is added back when charged for not being allowed as tax expense. of reversal 
we will deduct it from accounting profits. iip. t 
(ii) ^ The tax deducted on dividend received by AOP is a final tax and it will not be added in the members 
share of profit from AOP. 


Answer-22 è 
It was a straightforward question of four marks but surprisingly very few seemed to have read Sections 35(2) & 


35(4). Most of the examinees got confused and explained the valuation of stock as mentioned in Sections35 (5) & 
35(6) of the ITO 2001. 
Opening stock S.35 (2), (3) and Closing stock S.35 (4),(5),(6) 


Answer- 21 


Answer-23 
S. 23(5) (a-d) 


Answer-24 
i) iis ciem ex ved ph os Rs. 25,000 incurred under a single account head which 
i 3 . 250,000 will not be allowed as deduction if it is paid i ility 
k is an exception to this rule, therefore it is tax allowable Hep dm OUT ae UM 
ii) o fonat a rd Ra the violation of any law, rule or regulation is not allowed a5 
aid for late issi 
deduction. [S 21(8)] P submission of quarterly statement will not be allowed 25 
iii) Any lease rental paid by a person in the 
Ex p 
therefore depreciation will not be allowed as aE T d Bank is allowed as deduction 


! -25 
i) S. 29 (1),(2) 
ii) S. 16 (1),(2) and (3) 


iii) S. 19(1) 
Answer-26 
i) The commission paid to an empl 
deducted the tax on iti As he bis a falls under the definition 


of salary, Therefore Mr. Sajid should have 


ii) As per the provisions of law ting business income [S210] the commission expense will not be 


iii) No initial allowance i 
an however he can claim only such portio? 7 

Nm of law where an asset is used part 
» the depreciation deduction will be allowed ph 
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iv) The intangible will be amortised over its useful life of 12 years, therefore Rs. 37,295 {(900,000/12) x 
182/366} will be allowed as deduction in TY 2008 [S.24(4)] 


y) Following amount will be added in income: 
Amount received from Government 400,000 
Less: Actual amount of loss 500,000 > 
Less: Loss previously allowed as deduction (350,000) — (150,000) 
Amount to be added in income for TY 2008 250,000 


Its treatment is same as the treatment of bad debt recovery as per section 29. 

vi) As per the provisions of law any cess, rate or tax paid by the person in Pakistan or a foreign country 
that is charged on the profits or gains of the business or assessed as a percentage or otherwise on the 
basis of such profits or gains is not allowed as deduction. Professional tax of Rs. 100,000 paid to the 
Government of Punjab not being tax on profits will be allowed as deduction.[S.21(a)] 


Answer-27 
Deleted 


Answer-28 


a) Atangible movable or immovable asset will be considered a depreciable asset when all the following conditions 
are met: [S.22(15)] 


e thas a normal useful life exceeding one year; 
e Itis likely to lose value as a result of normal wear and tear, or obsolescence; 
e Itis used wholly or partly by the person in deriving income from business chargeable to tax. 


b) 
i) Rs. In '000' 
Consideration received 200,000 
Less: Tax WDV 
Cost 200,000 
Accumulated depreciation (10,000) 190,000) 
Tax gain on disposal 10,000 
ii) Rs. In '000" 
Consideration received 25,000 
Less: Tax WDV (18,000) 
Tax gain on disposal 7,000 
Answer-29 
(i) The firm cannot claim deductions on account of bad debts unless the following conditions are 
satisfied:[S.29(1)] : 
. the amount of debt was previously included in the person’s income from business chargeable to 
LI M or part of the debt is written off in the accounts of the person in the tax year; 
. there are reasonable grounds for believing that the debt is irrecoverable. 


(i) Since the liability pertaining to the year 2006 has been charged/ (added back) to tax therefore subsequent 
payment thereof shall be allowed as a deduction, in the year in which the payment is made i.e. 2009. 
(iii) ^ The firm can claim the initial allowance against the imported used plant as: 


z it is used in Pakistan for the first time in a tax year. (S.23(1)] 
? it is used by the firm for the purposes of its business it falls in the definition of eligible depreciable 
asset 


——————————— 
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s charged by CL: 


meer 

‘om irati i ibles: ; " 

s zation of intang»- eriod of more than one year is i... 
@ Amorti hat provides an advantage or benefit for a p year is inciyg, 


d is required to be amortized over the period of expected benefi s di 
thy 


àl 


definition 0 S 
24(11), : 
e di be allowed to charge Rs. 37,500 (450,000/ 12) in tax year 20X2. 
(ii) em bad debts are allowed as admissible RR which have previously been _inclug 
i iness i hargeable to tax.| $.29(1)(a) , h 
taxpayer's business income char; [ business income, it would not be admissible E 


Since the staff loan was not previously offered to tax as 


iii Initial depreciation: . ; , : 

(iii) Initial allowance is only admissible on such plant and machinery which was not Previously yy 
Pakistan. s " sail Á à 
Since in this case, the equipment was previously used in Pakistan, the initial allowance is not 
admissible.[S.23(c)] 

(iv) Vehicle on finance lease: j 
Entire lease rentals paid during the year, on leased assets, i.e. Rs. 400,000 shall be allowed as admissibk 
deduction.[S.28(1)(b)] 
Following expenditures howev: 


er, would not be admissible: 


. Finance charges 100,000 
e Depreciation 300,000 
Answer-31 


(a) S.24(11) 
(b) S. 24 (1) to (10) 


Answer-32 
(a) 


head “Income from Business” on an accrual basis, 
on a cash or accrual basis. [S.32(2)] 


(1) company shall account for income under the 
(2) Other persons may account for such income 


missioner may, by 


(b) 
ange in the person's method of accounting and the Com 
to reflect the 


(1) A person may apply for a ch: 
order, approve such an application but only if satisfied that the change is necessary 
person's income under the head “Income from Business". [S.32(4)] 

(2) If a person's method of accounting has changed, the person shall make adjustm: 
income, deduction and credit, so that no item is omitted and no item is taken into account mo 


once. [S.32(5)] 


ents to items of 
re than 


Answer-33 
Following are the situations: [S.75] 
(D An asset will be considered as disposed off when its ownershi i i it is: 
rshi hen it is: 
(a) sold, exchanged, transferred or distributed; or ee ee aM ME 


(b) cancelled, destroyed, lost, expired or surrendered. f 
sal at the time 9 


(2) The transmission of an as: i " A s 
i M IE set by succession or will shall be considered as dispo 
6) The application of a business asset to personal use will be considered as disposal when ass¢t is pt ? 


personal use. 
(3A) Where a business asset is discarded or ci y 
e r 3 UTE ff. 
(4) A disposal shall include the disposal of ane ae bos it will be considered that it is disposed ° 


— En — 
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Answer-34 
(a) The cost of new purchased machine shall be the sum of following amounts: 


(a) The total amount given for asset 
asset is acquired. 

(b) Any incidental expenditure paid in acquiring and disposing of asset. 

(c) Expenditure paid to alter or improve the asset. For example, the cooling equipment purchased here. 

() — As Per S. 76 (5) and (10) if an asset is purchased with a loan from foreign currency, then any 
increase/decrease in liability due to currency fluctuation will be added or deducted in the cost of the 
asset. For the calculation of depreciation, currency fluctuation will be accounted for in year of 
occurrence. 

The cost of an asset does not include the amount of any subsidy received in respect of the acquisition of the 
asset. However if subsidy is chargeable to tax then it will be added in cost. 

(e) As per S.76 G) if a personal asset is put to business use, its cost will be the fair market value on the date it 
is put to business use and as per S.76 (2) (c), the cost shall include expenditure paid to alter or improve the 
EL the cost of personal computer shall be sum of FMV on 1" July, 2015 and cost of up 
gradation. 

(d) As per S.76 (4) the cost of self-constructed furnace shall be the total cost incurred in producing or 
constructing the asset plus any incidental expenditure paid to alter or improve the asset. 


» including FMV of consideration in kind determined at the time the 


deduction of entertainment expenditure 

As per Rule 10 of Income Tax Rules 2002, A deduction for entertainment expenditure shall be allowed if the 

expenditure is incurred wholly and exclusively for the purposes of business and is- 

(à) incurred outside Pakistan on entertainment for business transactions or where expenditure is allocated as 
head office expenditure; 

(b) incurred in Pakistan on entertainment of foreign customers and suppliers; 

(c) incurred on entertainment of customers at the person's business premises; 

(d) incurred at a meeting of shareholders, agents, directors or employees; or 

(e) incurred at the opening of branches. 

Any entertainment expenditure, exceeding above limits, shall not be allowed as deduction under the head ‘Income 

from Business” 


Answer-36 
) — S130) 
ii) * A resident company 


* permanent establishment of a non-resident company 
* an individual having turnover of 100 million rupees or above in the tax year 2017 or in any subsequent 


tax year and m 
* am association of persons having turnover of 100 million rupees or above in the tax year 2017 or in any 
subsequent tax year 
is required to pay this tax. 


iii) Where tax paid at 1.25% of turnover exceeds the actual tax payable (calculated in normal way), the 
excess amount of tax paid shall be carried forward for adjustment against actual tax liability of the 
Subsequent 5 tax years. The 5 years will start from the end of the year for which minimum tax is paid. 

À 7 

Following assets will be considered as disposed off: [S75]. l TP 

(1) An asset will be considered as disposed off when its ownership comes to an end, including when it is: 

(a) sold, exchanged, transferred or distributed; or 


1 cancelled, destroyed, lost, expired or surrendered. d r | 
Q) d fen xim asset by succession or will shall be considered as disposal at the time of 


transmission, : í " , 
8) The eeoa of a business asset to personal use will be considered as disposal when asset is put to 


GA) el m. ness asset is discarded or ceases to be used, it will be considered that it is disposed off. 


A disposal shall include the disposal of a part of an asset. 
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Answer-38 
(i) Sarwar Enterprises 


Income from business 


] p in Millions 
Consideration received Y 
Less: Tax written down value E 3) 
Cost E 
Less: Accumulated Depreciation HON "T 
Gain M) 
(ii) Shams Ltd. E —— 
Income from business € 
Rs. In Million: 
Consideration (restricted to cost) [S. 22(14)] 20 
Less; Tax written down value (7) 
Taxable gain on disposal EE — 
Answer-39 ` ^ ; E — 
3) Minimum tax on income will be applicable as Hirani & Company is a Resident AOP having turnover more 
than Rs.100 million. 
Rupees 
Income tax payable under Normal Tax Regime (NTR) 
Taxable income 6,170,000 
Income tax on above (Table 1) (1,220,000 + 3596 x 170,000) A 1,279,500 
Income Tax payable under minimum tax regime 
Gross sales (140,000,000 -10,000,000 — 5,000,000) 125,000,000 
Tax u/s 113 @ 1.25% on Rs. 125,000,000 B 1,562,500 


Tax liability of HC (higher of A and B) 


Tax of Rs. 283,000 (1,562,500 — 1,279,500) will be carried forward for adjustment against actual tax liability 


of the subsequent 5 tax years. 


b) 
Bashir Associates 
Taxable Income 

TY 20X8 

Accounting profit 

Less: Amount received from Pulse International 

Less: Amount received from Hussain Global 

Add: Tax Bad debt recovery — PI [S.29 (3) (a)] 

Less: Tax Bad debt — HG [S.29 (3) (a)] 

Taxable income 


(W-1) Bad debt recovery-PI 


Amount received 


Less: 
Less: 


Actual amount of bad debt 
Previously allowed as deduction 


(W-2) Bad debt recovery-HG 


Amount received 
Less; Actual amount of bad debt 
Less: Previously allowed as deduction 
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Rupees 
1,200,000 
(652,000) 
(346,000) 
(W-1) 
(W-2) 
PI 
652,000 
1,150,000 
: (325,000) 
825,000 327,000 
HG 
346,000 
925,000 00 
A 685,007. 
240,000 — gen. 
— 
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nswer-40 
i) Ifa person exports or transfers out of Pakistan a depreciable asset used in Pakistan, it will be assumed that 
person has disposed of the asset for a consideration equal to the cost of the asset. r 
As asset has been transferred by SL’s Karachi factory to its subsidiary in Ghana, it would be considered as 
disposal of asset as machine has been transferred out of Pakistan, The amount calculated as follows would be 
included in taxable income of SL: 


Consideration (equal to cost of asset) 1,800,000 
Less: Tax written down value (600,000) 
Amount to be included in taxable income as gain under the head income from business .1,200.000 


ii) “Speculation business" means a business in which a contract for the purchase and sale of a commodity is 
not settled by actual delivery of commodity. 


However if a contract for stock is made by a person during mercantile business to guard against loss 
through future price fluctuations for fulfilling the person's other contracts for the actual delivery of the 
goods will not be considered as speculative business 


As SL has entered into a forward contract for the purchase of raw material to be used in its business to 
guard against loss through price fluctuations, therefore Rs. 500,000. paid (being loss on transaction) for 
the settlement of contract would be allowed as deduction from income from business non-speculation in 
tax year 20X9. 


Answer-41 
a) Accounting revaluation of factory building will not affect tax written down value. Consequently, depreciation 
will be allowed on tax written down value of building and we will ignore the effect of revaluation. 


b) Ifan asset is purchased with a loan from foreign currency, then any increase/decrease in the liability (before 
repayment) due to currency fluctuation will be added/deducted in the cost of the asset. For the calculation of 
depreciation, currency fluctuation will be accounted for in year of occurrence. As Shahbaz has acquired the 
new factory against a loan repayable in USD, any increase/decrease in the liability (before repayment) due to 
currency fluctuation will be added/deducted in the cost of factory. 


Answer-42 

Tax gain / (loss) TY 2029 Rupees 

Consideration received [S2203X«) ^ [2800,00 x 2522200) 2,258,065 

Less: Tax written down value (W-1) (1,818,203) 

Income from business 439,862 

(W-1) 
Cost of vehicle 2,500,000 
Less: Depreciation (2027) (2,500,000 x 15% x 50%) 187,500 
WDV (2027) 2,312,500 
Less: Depreciation (2028) (2,312,500 x 15%) 346,875 
WDV (2028) 1,965,625 
Less: Depreciation (2029) (1,965,625 x 15% x 50%) 147,422 
WDV (2029) 1,818,203 


_—_—— 


The fair market value of the assets shall be treated as cost of the assets when received; 


" Under a gift from a relative, bequest or will; 

” succession, inheritance or devolution; LE 

a M a distribution of assets on dissolution of an association of person; or 
On à distribution of assets on liquidation of a company [S.37(4A)] 


Cost of a personal assets treated as acquired by the business shall be the fair market value of the asset — 
Mined at the date it is applied to business use. [S.76(3)] 


aq ————————————————— : 
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Answer-44 | 
Same as Answer-35. 


| 
Answer-45 
Income from Capital Gain 
Sculpture 1 E Rune 
Consideration [360,000/900,000) x 940,000] [S.77(5)] 376,000 Des 


Less: Cost of purchase — (410,000) 
Sculpture 2 

Consideration [540,000/900,000) x 940,000] [S.77(5)] 564,000 
Less: Cost of purchase (475,000) 
Gain / (loss) X * 89,000 
Holding period more than 1 year (89,000 x 75%) 3 
Taxable income 


Answer-46 


(a) For “Turnover” definition Refer Section 1 13(3) 
Following persons are required to pay minimum tax: 
e aresident company 


LI permanent establishment of a non-resident company 
. an individual having turnover of 100 million rupees or above and 
LI an association of persons having turnover of 100 million rupees or above. 
(b) 
(0) Rupees 
Income tax payable under Normal Tax Regime (NTR) 


Taxable income 


6,100,000 
Income tax on above (Table 1) (1,220,000 + 35% x 100,000) 


A 7,255,000 
Income Tax payable under minimum tax regime 
Gross sales (120,500,000/117) x 100. 102,991,453 
Tax u/s 113 @ 1.25% on Rs. 102,991,453 B 1,287,393 
Tax liability of GC (higher of A and B) 1,287,393 
Income tax to be carried forward (1,287,393 — 1,255,000) 32,393 
(i) Rupees 
Income tax payable under Normal Tax Regi ie (NTR? 
Taxable income 6,100,000 
Income tax on above (Table 1) (1,220,000 + 35% x 100,000) A 355,000 
Income Tax payable under minimum ime 
Gross sales (110,000,000/117) x 100 094 
] 900, 94,017; 
As the tumover of GC ts lear than Rs, 100 million, or inm tax will not be applicable B — 
Tax liability of GC 1 255,000 
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PRACTICE QUESTIONS 


1 hs prepared the following profit and loss: So 
z Rs. mill. Rs. mill. 
sales d 25 

Penalty paid to government 10 
E TOS P 
5 eee 2) e) 
Other income 4 
Gain on sale of furniture 3 
i E 


Tax gain on sale of furniture is Rs. 5 mill. 
- No tax was deducted on salaries of Rs.4 mill. 


a resident individual. His income statement for the year ended 30 June 2021 shows an accounting profit 
of Rs. 2,000,000, after taking into account the following items: i: 
Rs. 


1,100,000 
© 2,000,000 
900,000 

10,000 

1,000,000 


1,200,000 
50,000 


expense consisted of six months’ salary of a worker, at Rs. 30,000 per month, paid in cash. 

ased computer software at a cost of Rs. 900,000 on 1 March 2021. The useful life of the 
is estimated to be five years 

es include: 

city bills of Rs. 700,000 paid in cash 
mal tax paid at Rs. 200,000 to 
ctive of the income of the company 
of Rs. 50,000 paid for violation o 

on of Pakistan (SECP). 


the Government of Punjab. The tax is payable annually 


f the regulations issued by the Securities and Exchange 
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iv. Fixed assets used for business 


TWDVon30June | — —— 
Tax written down Added on 2020 of the Sal 
Sr. ipti lue (TWDV) on 1 January assets sold on 31 die 
No. Description of asset va : RM oi 2021 MaK 2021 Proce, 


Rs. Rs. = Bs à 

Land 3,000,000 = 

Office building - 1,000,000 | m NN) 

Computers 200,000 | 100,0 | s = 

4. | Furniture 300,000 

__| Plant and machinery — | 60,000 50000] | 

Note: The cost of the building sold was Rs. 800,000. 

"n Ree. ad 2019, against a total bad debt claim of Rs. 200,000, the Commissioner allowed a deduction of 
Rs. 180,000. In the year ended 30 June 2021, He recovered Rs. 50,000 from the above amount of p. 
200,000. . 

Gi) ^ A trading liability of Rs. 240,000 was allowed in the tax year 2015 on an accrual basis. However, since it 


remained unpaid, the Commissioner disallowed it in the tax year 2019. The said trading liability h 
paid in the tax year 2021. 
Required: 


Compute the taxable income of Mr. Noor for the tax year 2021. 


Question-3 


Mr. Riaz is doin; 
30.06.2021. 
(1) All amounts are stated in thousands of Rupees (‘000 Rupees) 


(2) The accounting profit after income tax for the year ended 30.6.2021 is Rs.10,500. 
Rs. 3,500. 


(3) Cost of sales include: 


Expenditure of Rs.9,600 was incurred for in-house development and creation of a new process for 
the faster formulation of pesticides. The process has been used by Riaz since 1 May 2021. On the 


basis of the production manager's report that the process would be Obsolete in three years, 
therefore accounting books show an expense of: (1/3 of Rs.9,600) 


"rl sd ict 


as been 


g the business of selling pesticides and has provided you following details for accounting year ended 


Income tax is 


3,200 
Depreciation charged in the accounts - 1,125 

(4) Administration expenses include: 
Legal expenses incurred in defending the title of the building 
Legal costs incurred in defending Riaz for a traffic. accident 
Purchases of items of furniture costing less than Rs.100 each charged off in the accounts, in 
accordance with the consistent accounting policy of the company. Purchases of such items in July 
2020 amounted to 750 

(5) Selling and distribution expenses include: 


Salary of sales staff on which tax is not deducted 
(6) — Other income includes: 


165 
60 


1,600 


Recoveries against bad debts written off in prior years which were allowed i 250 
ME as a deduction 
(7) peewee 900 rent expense payable which was allowed as a deductible charge in the income yc? 
(8) Fixed assets 
(i) 


-— 
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.. The tax written down values of the fixed assets on 1 July 2020 were: 


"^ Factory buildings s 
Office buildings EN 
Plant and machinery $508 


Motor vehicles 

Furniture 400 
One of the office buildin D 250 
2021 for Rs.6,000, The es (cost Rs.5,000 and tax written down value Rs.3,200) was sold on 30 June 
‘Other Soome". d iccounting profit of Rs. 1,045 on the sale of the building has been included in 
‘Anew motor vehicle was purchased on 1 July 2020 for Rs.2,600 


ed in the selling of motor cars. The following information is available for the accounting year 
ng profit for the year ended 30 June 2021 is Rs. 20,000,000 
s charged in the accounts include: 


Rupees 

Accounting depreciation 6,000,000 

. Donation to a relief fund established in Pakistan by the Federal Government 700,000 

Minor additions to plant 300,000 

n in the accounts includes: 

iting profit on the sale of a building 6,095,000 
Received against a debt written off in the tax year 2020, which was then not allowed as 

deduction against taxable income 175,000 

tax written down values of fixed assets on 1 July 2020 were: 

ding 13,800,000 

urniture and fitting 1,570,000 

int and machinery 2,700,000 

2,500,000 


ed on 1 January 2021 for Rs. 6,000,000, for the Chief Executive. 


deluxe motor car was purchas 
ax written down value Rs. 7,000,000) was sold on 30 


of the buildings (cost Rs. 10,000,000 and t 


2021 for Rs. 15,000,000. 
item of second-hand plant, not previously used in Pakistan, was imported from Japan at a cost of 


3,500,000. Rs. 500,000 was incurred on the installation of the plant, which was commissioned for 
‘on 1 January 2021. The Rs. 500,000 installation cost has been shown as revenue expenditure in 


t of a Joan taken out for business purposes in the accounting year 
000 includes an amount of Rs. 400,000 profit payable on the loan, 
n in the accounting year ended 30 June 2017. 

ding from TY 2017. 

a customer, as an advance payment for the 


000,000 payable in respec 
d 30 June 2017. The Rs. 3,000, 
amount was allowed as a deductio 
,000,000 against repair expense payable outstanc 
,000 received in cash from Carsales Associates, 


| cars. 


income i iate heads of income. Your ` 
e of Mr. Wheels for the relevant tax year under the appropriate a 
clear reasons/explanations for items excluded in the computation of taxable income. 
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Question-5 


Mr. Wagar is engaged in the business of selling 


pharmaceuticals and its summarised accounts for the pei 
January 2021 to 31 December 2021 are as follows: EN f 


fron, 
| 


Notes 
Sales 98 R BUTS 
Cost of sales : (69 30.0 
Gross profit one 
Less: Administration expenses 2 
Less: Selling and distribution expenses 2 
Less: Financial charges 
Less: Write offs # 
Less: Income tax 3 
Add: Other income y 
Net profit 
The following additional information is provided: 
(1) Cost of sales includes: 
Rupees 
G) Accounting depreciation. 5,948,000 
Cii) Travel fare paid in cash 


300,000 
300,000 


Gii) Donation to a charitable hospital established by a private trust. 


(2) Administration expenses include: 


Rupees 
(i) Accounting depreciation. 1,650,000 
(ii) Legal expenses in case against the business 725,000 
(3) Selling and distribution expenses include a penalty of Rs. 650,000 paid to a customer in settlement of a claim 
for damages under a clause of a contract for the. supply of a batch of influenza vaccines. 
(4) The amount comprises: 
Rupees 
Loan given to an employee written off x 0,000 
Trading debts written off 290,000 


(5) Income tax represents a payment in discharge of a demand raised by the commissioner on completion of the 
tax audit for the tax year 2020. 
(6) Other income includes: 


Rupees 

$ 550,000 

(i) Exempt income ao 
(ii) Excess provision for bad debts written back jl 


i i i he construction of 
7 During the period from 1 January 2021 to 28 February 2021 Wagar incurred expenses on t l Sn 
(7) eae phe and trial production activities for a new product aggregating Rs. 3,000,000, which ae 
debited to the preliminary expenses account and is shown as an asset in the balance sheet as on 31 Dec 


2021. 

(8) Assets purchased during the tax year were: Rupees 
Fixed assets 17,500,000 
Plant and machinery 15,700,000 
Buildings 12,900,000 
Motor cars 750,000 
Furniture 20,900,00 à 
Computers , $ jously ! 
oO All the above assets are new assets except for the following which has been used prev 

Pakistan: 
= second-hand plant costing Rs. 10,000,000 
179 
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amount for computers of Rs, 20,900,000 is made up as follows: 


Rupees 
10,900,000 
— 19000000 _ 
.— 20,900,000 
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aeee 


llowable deduction as 
s of profits. 


m Gain from. the sale of the computer 
Rs. 


Sale proceeds received 65,000 
Tax WDV of the computer (30,000) 
Taxable gain 35,000 
wd) Gain from the sale of the office buildin 
i Rs. Rs. 
Consideration received 2,000,000 
Cost E 2,000,000 
Accumulated depreciation (800,000 — 100,000) 700,000 1,300,000) 
Tax Gain 700,000 
(W3) Depreciation calculation: 
Office Plant and 
Land Building ^ Computers Furniture Machinery Total 
Rate 1096 30% 15% 15% 
‘On opening assets excluding disposals 
Written down value 3,000,000 — 1,000,000 200,000 300,000 60,000 
Less: Disposals - — (100,000) — (30,000) 
3,000,000 900,000 170,000 300,000 60,000 
Depreciation 90,000 51,000 45,000 9,000. 195,000 
“On additions 
Cost 100,000 50,000 
Initial allowance (25,000). (12,500). 37,500 
75,000 37,500 
Depreciation (Rate x 5096) 11,250 2,813 14,063 


Total depreciation and initial allowance 246,563. 


Nite: No depreciation is calculated on disposals as these were purchased before 01.07.2020. 


(W-4) Bad debt recovery: Rs 
DA recovered 200,000 s 
nd debts in the tax year (180 000) (20,000 
previously allowed as a deduction i ^30 n 
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Answer -3 nt 2 
: Taxable Income and ote Ther 
Tax year 2 Rs.4Oq9, 
10,50 
Accounting profit E 1 
Add: [S.21(2)] J ` 
roces: 
Rote amoran of the cost of new p z 
Accounting depreciation a : 
ra sre [S.210])] l v 
oi ji | 
kin which tax is not deducted us n e. , ; 
Ten tut [822(13X)] (Note 5) 1| 
Tax profit on sale of building f US E E 
Renovation cost of mixing machine i E 
E 1/366 $ 
Amortisation of intangible E (9,600/3) x 6 x 
Accounting profit on sale of a building E E- 
Tax Depreciation and initial allowance E 
18,973 
Taxable Income = 


Items not included in the computation of income 


(1) Legal expense of Rs. 165 in defending the title of the building is a deductible expense as it is in the normal 
Course of business, 


(2) Riaz has received Rs.250 against debts which 
expenditure allowed as a deduction i 
the same head of income for the tax 


2017. As th 
allowed (30 June 2018 


) e year in which the deduction was 
c amount is chargeable to tax the first year 
à following the end of the said three years), [s.34 (5) k eee 2021 ^ 
B costaran ale red pameuable Property, where the consideration received on disposal exceeds the 
» the sale considerati 
Tax Profit on dpa n eration received is to be treated as the cost of the property. »000" 
ale consideration — BS 6,000 
Ssi Tax written down value à 
cemeg 
spreciation allowed (5,000 — 3 6,000 00) 
d he; Profit on sale of building " m (1,800) ir 
Used in "ation renovations necessary at the ti 


i i me of purchase of f being 
ness is capital in nature OF an asset to Tender the asset capable o 
(7) Ini cost of the machine, Pd adds to the cost Of the as 


as to b? 
Set. Rs.576 is not deductible and has t° 


1000”: 
Rao 


(Note 6) 
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PL 
lant and Fact 
Machi d Offi j 
Rate of depreciation chinery Building Building Motor Furniture Total 
He 10% 10% E E Dept. 
On opening assets excluding 2 Rs. Rs 5% 15% 
Disposals ee s 
down value = 
Written : 9,500 2,500 AT E P 
$00 Lx; — 9200 = i 
Depreciation 1425 E 5,000 400 750 
pe 500 60 38 2275 
à 3,076 x 
dnitial allowance (Note 7) (769) M 2,500 750 
Written down value E = =) a 769 
Depreciation (Rate x 50%) 173 = = E Tm " 
3,460 


The cost of the new car i 
The E P (Rs.2,600) has been restricted to Rs.2,500 for the purposes of claiming depreciation. 
‘Note: No depreciation is calculated on disposals as these were purchased before 01.07.2020. 


Mr. Wheels 


Taxable Income and Tax Thereon 


Tax year 2021 
of taxable income Rs. 
a7 20,000,000 
g depreciation 
n to a relief fund [S.61(1)(b)] Note 3) 
[S.21(0] 


is to plant wrongly included in expenses 


lation wrongly included in expenses [S.21(0)] 
liability [S34] (Note 4) 
liability — repair [S.34(5)] 
ofit on the sale of the building [s.22(13)(d)] (Note 5) 
P 11,900,000 
ting profit on the sale of the building 6,095,000 
ofa debt previously written off (Note 6) 175,000 
tion and initial allowance (Note 7) 3,199,875 
(9,469,875) 
22,430,125, 
in the computation of taxable income È - 
,000-400,000 will have no impact because only those 
Rs, 2,600,0000, 0 j deduction. [S.34(5)] 


i ich were previously allowed as 
ived b: usare beris gcn which is not paid by a crossed cheque or through a 
channel ien có holding à national tax number, is treated as the income chargeable under the 

d "Income B uos [s.39)]. However, the provisions of 5.39(3) does not apply to an 
osten ds or supply of services [s.39(4)]. No adjustment is, therefore, required 

payment for the sale of 200% ^55. 000,000 received in cash from Carsales Associates as an 


il amount of loan o! 
liabilities are added 


à ion of income for 
se payment for the sale of cars. 
s not deductible but 


Mr. Wheels is entitled (o a tax credit calculated under a 


paid as a donation i 
sd formula [s.61(1))]- 
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(4) The unpaid amount of Rs. 400,000 for profit on debt (included in sundry creditors) was allo 


d Wed a; 
deduction in the tax year 2017 (accounting year ended 30 June 2017). As the amount has remained Unpaid j^ 
3 years from the end of the tax year in which the deduction was allowed, the Rs. 400,000 is chargeable to ud 
in the tax year 2021 (i.e. the first tax year following the end of the said three years).[S.34(5)] $ 
(5) Where the consideration received on the disposal of immovable property exceeds its cost, the Consideration 
received is to be treated as the cost. 1 
The tax profit on the disposal of the building is worked out as under: 
Rs, 
Sale consideration 15,000,009 
Less; Tax written down value 
Deemed cost 15,000,000 
Depreciation allowed (10,000,000 — 7,000,000) £3,000,000) (12,000,000) 
Tax profit on disposal 3,000,000 


(6) — As the debt of Rs. 175,000 written off in the tax year 2020, was not allowed as deduction, the receipt of the 
Rs. 175,000 is not income chargeable to tax, [S. 70] 


(7)  Depreciation 
Plant and Buildings Motor Furniture 


Total 
Machinery Vehicles Dept, 
Rate of depreciation 1596 10% 15% 15% 
Rs, Rs. Rs. Rs. Rs. 
Written down value 2,700,000 — 13,800,000 2,500,000 1,570,000 
Disposal - _ (7,000,000) - - 
2,700,000 6,800,000 2,500,000 1,570,000 
Depreciation 405,000 680,000 375,000 235,500 1,695,500 
Additions **4.300,000 E *2,500,000 - 
Initial allowance (1,075,000) - - - 1,075,000 
Written down value 3,225,000 - 2.500000 88mm o- 
Depreciation (Rate x 50%) 241,875 B 187500, 429,375 
3,199,875 
*The cost of vehicle is restricted to Rs. 2,500,000. Eus i 


** It is sum of Rs. 300,000 minor additions and Rs. 4,000,000 (3,500,000 + 500,000) 
Note: No depreciation is calculated on disposals as these were purchased before 01.07.2020. 


Answer-5 
Mr. Waqar 
Taxable Income and Tax Thereon 
Tax year 2022 


Computation of taxable income $ 
Income from business: Rupees 
Accounting profit 

Add: Accounting depreciation 


Donation [S.61] (5,948,000+1,650,000) 
Loan to employee written off [8.29] Qa 10,000 | 
Income tax paid [S.21(a)] l 100,000 J 
Less: Exempt income 9,008 on 
Provision for bad debs written b; Em 
on k [S29] 0 
Amortisation of pre-commenceme (Note 7) 100,08 
T nci i 
Tax Depreciation ement E nd (S250) ^ (3,000,000 x 20%) 600,000 
3 Not 1 
Taxable income iC 


—— 
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ome from Business 


iure for a single transaction whose amount exceeds Rs. 25,000 and i B 
" Been its account head's aggregate 

Eu vim = a ae oie cheque etc. otherwise it will not be allowed as 

we 1 ption to this rule. Thi e O travel fare 
is allowed as deduction. [S. 21(1)] ace: 

ses incurred are tax deductible. [S. 20(1)] 
to a customer is expenditure in the ordinary course of business therefore allowed. Further, 
ent is not a fine or a penalty for the violation of any law, rule or regulation. 
0 representing bad debt is allowed as deduction being wholly and exclusively for business. 


,000,000 cost of the computer software is an intangible for tax purposes and has a normal useful 
than one year. An amortisation deduction is allowed in respect of such an intangible but only if it 
je tax year in deriving income from business chargeable to tax. As the computer software was not 
, Wagar in its business in the year ended 31 December 2021, there can be no deduction in that 


on of Rs. 300,000 to the charitable hospital established under a private trust is not a deductible 
credit under the provisions of s.61(1)(b) is also not admissible on the amount paid since the 
‘not one that is established or run by the Federal Government or a Provincial Government or a local 


on for doubtful debt is not an expense, therefore reversal of provision is also not an income 
of view. 


Plant and Computers 


machinery 
Rs. Rs. 
17,500,000 20,900,000 
(10,000,000) - 


— . (10,000,000 
7,500,000 10,900,000 
? 1,875,000 2,725,000 
being the cost of the computer software, has been considered as a fixed asset erroneously, as 
considered to be an intangible for tax purposes. 


Plantand Buildings Computer Motor Furniture Total 

Machinery Hardware Vehicles Dept. 
15% 10% 30% 15% 15% 
17,500,000 15,700,000 10,900,000 1 2,900,000 — 18,750,000 


4,600,000 


1,875,000 ) - _ (2,725,000) 


15,625,000 15,700,000 8,175,000 12,900,000 18,750,000 


1,171,875 ^ 785,000 1226250 _ 967,00 1,406250 5,556,875 


10,156,875 


—————ÁÁM— 
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SCENERIO BASED QUESTIONS 


Question-1 t : -—. 
TET of the provisions of Income Tax Ordinance, 2001 explain the tax treatment in following independeny 
ituations for TY 2016: - E. 
oO i Mr. X is engaged in the business of construction and he obtained a loan of Rs 100,000 for purchase of Taw 
i i id i % ing the year. , 
material on which he paid interest at 12% during Cm 23,000 in respect of bad debts written off in T 


(ii) Mr Y is engaged in the trading of rice. He receive 
2015. The whole of debt was 350,000 but tax authori 

(iii) Mr Asghar is in the business of manufacturing toys. He 
plastic he purchased, On making an early payment he received 

(iv) Mr Ali is involved in providing tax services to corporate 
damaged roof of Rs 12,000 in TY 2012 and this amount was al 
appearing in balance sheet prepared on June 30, 2016. > 

(v) Mr Taria. has Textile Mill S he incurred an expenditure of Rs 300,000 on training of workers (who are 
citizens) to use a new machinery. The training scheme is approved by Board; , 

(vi) An automobile company has established a school for the children of its employees and incurred electricity 


expense and salary expense of Rs 500,000 on school for TY 2016. 


ties allowed only 330,000 as bad debt. 

He is liable to pay Mr. Ashraf Rs 200,000 for the 
a discount of Rs 20,000. 

clients. He incurred repair expense on the 
llowed as deduction then, This amount is sii 


Question-2 . ; "^ 
In the light of the provisions of Income Tax Ordinance, 2001 explain the tax treatment in following independent 


situations for TY 2016: cm 

(i) An IT company’s R & D department, considering the importance of innovation in its field, has 
incurred an expenditure of Rs:900,000 on research. The research is conducted in Australia. 

(ii) Mr. Y before starting business spent Rs 300,000 on feasibility report. He also incurred Rs. 100,000 on 


purchasing of land. 
(iii) Mr Asghar paid salary expense of Rs 1,000,000 which include following payments: 


E to | Mode of payment 


Asghar's brother for assisting | Rs. 18,000/month and amount is directly credited in bank account 
in office work 


As: himself | Rs. 26,000/month and amount is directly credited in bank account 
Mr, Anjum, an accountant | Rs. 26,000/month in cash 


(iv) Mr Ali is the business of manufacturing spare parts of cars and he is using a machinery which is taken 
on a finance lease from a scheduled bank in August 2008. Lease rentals paid during the tax year 2016 
amounted to Rs. 220,000. His accounting books show a finance charge of Rs, 50,000 and depreciation 
of Rs. 120,000. 

Required: 

Explain the tax implications in each of the above independent situations for TY 2016. 


Question-3 


In the light of the provisions of Income Tax Ordinance, 2001 explain deductibility/chargeability under following 
independent situations: P 
(i) Mr Ali has a Textile mill for which he purchased a vehicle of i at he is 
entitled for an initial allowance. Booo OBE is confident that he is 

(ii) Mr Abid is providing consultancy services since lon, i fice i 
i g. During the year he has opened an overseas office in 

(iii) Ue dein daa that office worth Rs. 100,000 on which he intends to obtain initial allowance 
materials used in its busi curing company, He entered into a forward contract for the purchase of rav 
ness to guard against loss through price fluctuations, On the date of maturity of the 


forward contract, he did i i 
Pipes not take delivery of the raw materials but the contract was settled by a payment of 


Gv) Mr Z started construction busi 
It was necessary for the firm's 
Rs 2,000,000.The machine wa: 
Required: 


The above are i ituati 
are independent situations explain their tax implications for TY 20 16 


vetet 2016. Rs. 800,000 is spent on. technical manager's visit to Japan 
cim manager to travel to Japan for selecting a Construction Machine 9! 
received and it was put to use on May 1, 2016. 
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provisions of Income Tax Ordinance, 2001 explain the tax treatment in following independent 
6: 


furniture business. He gave Rs. 150,000 scholarship to Mr. Muneer a citizen of Pakistan, for 
g in connection with a scheme approved by FBR. Mr. Muneer is not an employee of Mr X. 

isa registered automobile manufacturing company. It outsourced its maintenance of record of 
expense incurred was Rs. 800,000 including the fee paid of Rs. 555,000 to increase the 

rized capital. 

s E tyurinees. It incurred repair expense of Rs 12,000 which was allowed as deduction in 

pense was unpaid till TY 2014 so tax authorities added this amount in income in TY 2014. The 

equently paid in TY 2016. . 

M & M leasing company shows a receivable of Rs. 200,000 from Mr. A. The money was 

purpose vehicle (SPV) on behalf of M and M. SPV paid M and M Rs. 195,000 after 

ion of Rs. 5,000. M and M is unsure about the treatment of Rs. 5,000. 

engaged in manufacturing business. It revalued its building in accordance with International 

ards and consequently charged depreciation on the revalued amount. 
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ncome from Business 


SCENERIO BASED QUESTIONS SOLUTION 


ed for a tax year for any profit on debt paid by a Serin 
4 n, if 


According to S. 28(a) a deduction shall be allow: 


loan is used in business. É s à 
The loan is used for business purpose that's why interest on loan 12,000 is a deductible expenditure 
is greater than the difference between: 


(ii) According to S. 29 where the bad debt recovery 

e the whole of bad debt and d 

e the amount previously allowed as a deduction, 

The excess shall be included under “Income from Business" in the tax year in which it is received" 

Following amount is chargeable to tax. 
Tax bad debt recovery Rs, 
Amount Received 25,000 
Actual bad debts 350,000 

Less: Amount previously allowed as deduction .(330,000) _ 

Taxable amount 5,000 

(iii) As per S.34(5A) where a deduction is allowed for trading liability and person derives any benefit against it, 
the benefit shall be chargeable under "Income from Business" in year of receipt, therefore the discount 
received of Rs. 20,000 will be chargeable to tax. 

(iv) As per S.34(5) Where a deduction is allowed for any expenditure in “Income from Business" and the 
person has not paid the liability within 3 years of the end of the tax year in which the deduction was 
allowed, the unpaid liability shall be chargeable under the head "Income from Business" in the first tax 
year following the end of the 3 years. Therefore Rs. 12,000 will be charged to tax in TY 2016. 

(v) As per S.27(c) a person shall be allowed a deduction for expenditure (other than capital expenditure) 
incurred for the training of a citizen of Pakistan, in connection with a scheme approved by the Board. 
Therefore the said amount is allowed as deduction under the head income from business. 

(vi) As per S. 27 a person shall be allowed a deduction for expenditure (other than capital expenditure) 
incurred for any educational institution or hospital in Pakistan established for the benefit of the employees 
and their dependents. Therefore Rs. 500,000 is allowed as deduction. 

Answer-2 

(i) As per $26 a deduction will be allowed for scientific research expenditure in Pakistan wholly and 
exclusively for business. 

As the research is incurred in Australia so it is not allowed as deduction. 

(ii) Preparation of feasibility study is a pre commencement expenditure as per S.25. It shall be amortized 0” a 
straight- line basis at the rate of 20%. So a deduction of amortization of 60,000 (300,000 x 20%) of pre 
commencement expenditure will be allowed. However purchase of land is a capital expenditure aone 
deduction will be allowed in this respect. 

(iii) As per S.21 following deductions will not be allowed under the head “Income from Business” - 

(m) any salary paid exceeding Rs. 25,000/month otherwise than by: 
- a crossed cheque or 
- direct transfer of funds to the employee's bank account 
(h) any personal expenditures incurred by the person; 
Salary to Asghar's brother being paid through bank transfer is allowed as deduction. 
Salary to Mr Asghar is not allowed as deduction being personal expenditure. T 
As salary to Mr, Arjum is paid in cash and exceeds Rs. 25,000/month, Therefore it will net be allowee " 
deduction. , 
(iv) As per S.28 deduction shall be allowed for a tax year for lease rental paid by a person to 3 bank, leas"? 


and 
eciation an 


company for asset used in business 
In case of assets taken on finance lease, lease rental is an admissible deduction whereas depr 
finance charge wiil not be allowed as deduction. 


189 
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per 8.23 no initial allowance will be allowed n 
E ed on road transport vehicle(other than transport vehicle plying 


; 
cording to above provision no initial allowan 
on vehicle. 

per S.23 initial allowance is only allowed on 
entitled to deduct initial allowance on asset u 


ce will be allowed however normal depreciation will be 


mtt used in Pakistan. Accordingly, the company will not 
sed outside Pakistan. However normal depreciation will be 


i: ati i id 5 . 
per E nes means a business in which a contract for the purchase and sale of a 
a mra Eat : an shares) is not settled by actual delivery of commodity. 
Or stock is made. by a person during mercantile business to guard against loss 


future price fluctuations for fulfilling th if i 

Sthan it will not A considered A mee id eden other contracts for the actual delivery of the 
i i E. a pede ile don included in the definition of speculative business. Therefore, 

i is DISP : : 
B o normal income from Herne expenditure incurred in the normal course of business 
§.21 any expenditure paid of a capital nature is not i 
n id t allowed as deduction under the head “Incom 

less . However depreciation or amortization deductions will be allowed. E 
enditure of Rs. 800,000 incurred solely to secure the purchase of a mixing machine is a capital 
a and is not deductible. However initial allowance and depreciation will be allowed. The cost of 
is Rs. 2,800,000 (2,0000,000 + 800,000). Depreciation and initial allowance will be allowed for full 


S.27A person shall be allowed a deduction for expenditure incurred for the training of a citizen of 
in connection with a scheme approved by the Board. 
e scholarship has been granted to a Pakistani citizen for his technical training under a scheme 
red by the Federal Board of Revenue, the expenditure is admissible. The beneficiary of the 
hip does not need to be an employee of the taxpayer. 
diture paid of a capital nature will not be allowed under the head "Income from Business". 
e the fee paid of Rs. 555,000 to increase authorized capital is a capital expenditure in nature, hence 
le. The remaining expenditure (10,800,000 — 550,000) being revenue in nature is admissible. 
.34(6) where an unpaid liability is added in income and the person subsequently pays the liability, 
will be allowed in the year of payment. 
2 to above said provision, the expense of Rs. 12,000 is allowed as deduction in TY 2016. 
28 jal cost of the securitization of receivables being the difference between the: 


receivable by the Originator (lessor) and 
nt received from SPV (Special Purpose Vehicle) 


as deduction in the books of lessor. 
. 5,000 is allowed as deduction in the books of M and M. 


i i i lue of asset. 
n is calculated by applying rate on written down val isse 
‘no effect on tax written down value of assets. Therefore we will igno 
pon charging depreciation on written down value. 


Accounting revaluation of 
re the revaluation surplus 
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OTHER QUESTIONS 
a) Which of the expenses are not allowed as deduction on the basis of mode of 


pa ent 
ses are not allowed on the basis of non-deduction of tax? 


b) Which of the exp 
c) What is the treatment of bad recovery income appearing in the accounting 


_ profit and loss? 
d) Whatis the tax treatment of discount received from creditors? 


